Trustee Securities 


It is recorded that, at the time 

of the South Sea bubble, one of 

the circumstances which aggra- 
vated the general ruin was that many 
trustees had yielded to the nation-wide 
gambling fever, and had speculated in 
South Sea and similar stock with funds 
committed to their care. This experi- 
ence evidently had much to do with the 
stricter formulation of the rule that a 
trustee must not profit from his trust. 
More slowly, the complementary rule 
developed that the trustee must put 
trust moneys into proper investments. 


The present-day concept of a “pro- 
per” investment is of one which pro- 
vides for a safe and reasonably ade- 
quate income, and for security of capi- 
tal—but capital as measured in money 
terms. Generally speaking, securities in 
which trustees are authorised by the 
Trustee Acts to invest are those pro- 
viding for repayment of a fixed sum of 
money on a given date. 


The effects of inflation on a fund 
Which is thus held in the form of 
money-claims are well enough known to 
heed no repetition here. The question 
that now arises is whether the post- 
War inflation has been merely a tem- 
porary incident in Australian economic 
history, or whether, as some econo- 
mists argue, inflation is now almost a 
Permanent feature of the economy, 
being part of the price we must pay 
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for our policies of full employment and 
rapid national development. If the 
latter view is correct, force is added to 
the arguments of those who claim that 
the scope of trustee investments should 
be widened. 


The position is not taken here that 
trustees should be given unfettered 
authority to invest in ordinary shares; 
certain safeguards would undoubtedly 
be necessary. This problem has been 
met in some states of the U.S.A. by 
the development of what is known as 
the “prudent man” rule, an almost self- 
explanatory term implying that the 
trustee’s investment policy must be 
such as would be followed by a prudent 
man investing (but not speculating 
with) his own money. 


A similar reappraisal of the concept 
of a “proper” investment might per- 
haps be considered by the sponsors of 
superannuation, pension and similar 
funds, for these funds too are very 
much at the mercy of inflation if they 
are invested in money-claims. 


The case must not of course be over- 
stated. It is not suggested that fixed- 
interest securities should have no piace 
in the trustee’s portfolio; the sugges- 
tion is that his powers should be suffici- 
ently wide to enable hir: to protect the 
estate against inflation if in his opinion 
such a course is warranted by events. 
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The Society will hold week- 
end conventions in three States 
during the next several weeks. 
New South Wales members will 

go to Tamworth for the weekend 13-15 

April, where three excellent papers will 

be delivered. On the same weekend 

Victorian members will go to Clifton 

Springs, where the theme is to be The 

Role of the Accountant in Presenting 

Financial Reports to Management. 

South Australians go to Port Pirie on 

25-27 May and Queenslanders to Too- 

woomba on 27-29 April. Those who 

have not yet booked for these conven- 
tions should make immediate applica- 
ton to the appropriate divisional office 

—5 Bligh Street, Sydney (BW 3282) ; 

9351); 22 Grenfell Street, Adelaide 

(LA 1602); and Empire House, Wharf 

Street, Brisbane (FA 1683). 


Compulsory unionism in N.S.W. 
The Accountants and Secretaries 
Professional Officers’ Association of 
New South Wales was founded in Nov- 
ember, 1953, when legislation was be- 
fore the N.S.W. Parliament to amend 
the Industrial Arbitration Act so as to 
provide for compulsory unionism. The 
Association was registered at that time 
as a trade union and it applied to be 
registered as an industrial union of 
employees. The Federated Clerks’ 
Union of Australia objected to this ap- 
plication and, after a protracted hear- 
ing, judgment was delivered on 5 Sep- 
tember 1955 by the Full Bench of the 
Industrial Commission of N.S.W. 
Their Honours directed that the new 
Association be registered as an in- 
dustrial union, provided it amended its 
constitution rule so as to exclude from 
membership: (a) persons engaged in a 
clerical capacity, (b) persons employed 
by public accountants, and (c) persons 
eligible for membership of certain other 
specified industrial unions; these in- 
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clude the Public Service Association of 
N.S.W. and a number of other profes. 
sional officers’ associations. The Asso- 
ciation amended its constitution rule 
accordingly, and on 25 November 1955 
was registered as an industrial union 
of employees. 

New South Wales members of the 
Australian Society of Accountants or 
of the Chartered Institute of Secre 









































taries, who are employees and are } 
eligible for membership, may now dis 
charge their obligations under the In- | 
dustrial Arbitration Act by joining the ; 
Accountants and Secretaries Profes ; 

sional Officers’ Association of New 
South Wales. - 
Stamping receipts 7 
Section 92 (2) of the New South § y 
Wales Stamp Duties Act provided: ti 
(2) Every person is liable to a fine of not h 
less than one pound or more than five pounds th 
who— H 
(a) gives any receipt liable to duty without of 
the same being duly stamped; or ba 
(b) in any case where a receipt would hk r 
liable to duty refuses or without 
reasonable excuse omits to give or ten- 3 
der a receipt duly stamped, or on pay- ) 

ment to the amount of two pounds a 
upwards gives separate receipts for In 
sums not amounting to two pounds. : 
The Stamp Duties (Amendment) Act bat 
1955 has now added to the above sub § of 
section the following paragraph: cen 
The obligation hereby imposed to give he 
tender a receipt duly stamped shall not be = 
affected or diminished in any way by any com- e 
mercial practice or by any acquiescence, it- ma) 
timation or indication, expressed or implied, > 
by the payer relating to the giving or tender alre 

ing or non-giving or non-tendering of aly 
such receipt. Infl 
Prior to the amendment a “reasol- E 
able excuse” for omitting to give or ter § #7! 
The 
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der a duly stamped receipt would pre- 
sumably have been that the omission 
was in accordance with commercial 
practice (as, for example, in a produce 
market) or that the payer had not re- 
quired a receipt. It seems however that 
this will no longer be so, and that the 
recipient of money in New South Wales 
cannot now rely on commercial prac- 
tice, or on the attitude of the payer, to 
justify an omission to give or tender a 
stamped receipt. 


Wool prices 


It is not always easy to judge the 
trend of wool prices from daily reports. 
But the Wool Statistical Service pro- 
vides a weekly Australian average price 
for the various grades of wool. Thus, 
for the week ending February 24 this 
year, compared with the corresponding 
week of 1955, average price per lb. was 
140d. for 70’s Good Combing wool, com- 
pared with 169d.; 123d. for 64’s Good, 
compared with 146d.; 109d. for 60’s 
Good, compared with 133d.; and 93d. 
for 56's Good, compared with 112d. a 
year earlier. This gives some indica- 
tion of the degree to which wool prices 
have fallen for various qualities since 
the corresponding sales last season. 
However, the firm prices at the opening 
of the second half of the season gave a 
basis for some optimism. If such prices 
continue, Australia could expect about 
$330 million from the wool cheque— 
which is not so far short of last season’s 
£353 million as was feared earlier. 


Interest rates 


Another shot in the interest rate 
battle was the announcement by I.A.C. 
of a debenture issue carrying 6 per 
cent. compound interest. This is to re- 
finance maturing issues. Following the 
talk about higher bank interest rates, 
there were signs of weakness in the 
market for preference shares, some of 
which appear to be offering high yields 
already. 


Inflation in U.K. 


Evidences of inflation in U.K. include 
arise of 1.5 per cent. during December 
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in wholesale prices of basic materials 
used in British industry, making the 
year’s rise 6 per cent. The U.K. weekly 
wages bill rose 7 per cent. during 1955, 
largest increase since 1951, and retail 
prices showed their largest gain since 
1952, at 6 per cent. However, the Gov- 
ernment’s policy of maintaining the ex- 
change rate with the dollar was con- 
firmed in the House of Commons in 
January. 


American surplus stocks 


Although consternation has _ been 
caused in the world’s dairy markets by 
release of U.S. surplus stocks at prices 
below ruling levels, a material reduc- 
tion has now been effected. Presum- 
ably the stocks had to be cleared sooner 
or later, and it is some comfort to note 
that the butter stocks at the end of 1953 
of 115,000 tons had been reduced to 
21,000 tons by the end of 1955. Cheese 
stocks had been cut only slightly over 
that period, from 114,000 tons to 
110,000; but dried milk stocks were 
down sharply from 193,000 tons to less 
than 2,000 tons. 


Tighter credit 


The English borrower is also being 
squeezed in an effort by the United 
Kingdom banks to improve their 
liquidity ratios and to check the 
country’s economic malaise. In Novem- 
ber last, advances were reported to have 
declined by more than £50 million over 
a four week period, while deposits were 
contracting also. In four weeks of Nov- 
ember, deposits decreased by more than 
£14 million, in contrast with a rise of 
£58 million in the corresponding period 
of the previous year. Following the gov- 
ernment directive in July, effects of the 
upward trend in advances during the 
early months of 1955 were offset, and 
by the end of the year advances of the 
Big Five were £35 million lower than 
twelve months earlier. 


Building productivity 

A good deal was heard in 1954 of a 
team of representatives of the Aus- 
tralian Building Industry who travelled 
abroad to study the latest methods 
being used in the building industry 
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overseas, with a view to applying the 
best methods available in Australian 
building practice. The report of the 
team has now been published as the 
Building Industry Productivity Report. 
The volume contains 185 pages, and 
may be of value to that large number 
of persons who are interested directly 
or indirectly in the building and allied 
industries. A great deal of emphasis 
is placed on the planning aspects of 
building, and there is a chapter on 
taxation, with reference to tax allow- 
ances on plant and equipment. The 
book sells at 40s. 


Fature of sugar 

The Sugar Journal points out that 
the International Sugar Agreement is 
to be reviewed this year, so that 
changes in quotas and prices are pos 
sible, and the United Nations is to be 
asked to call a conference of inter. 
ested parties. It is significant that 
some countries are expanding produc- 
tion—some providing export surpluses 
which are a new contribution to world 
trade, and some providing larger con- 
tributions to world trade than formerly. 
It remains to be seen whether rising 
world consumption can absorb the in- 
creased supplies at reasonable prices. 
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Twelve bales of duck feathers 


Every now and then banks which 
have issued confirmed credits get 
roundly abused for not accepting ship- 
ping documents which are “just as 
good” as those called for by the docu- 
ments creating the credit. In Midland 
Bank v. Seymour, [1955] 2 LI1.L.R. 147, 
we see the risks which banks would 
run if they did any such thing. 


Here a Hong Kong company sold to 
defendant twelve bales of duck feathers, 
85 per cent. clean, for 5s. per pound, 
one of the terms being that plaintiffs 
would open a confirmed credit against 
delivery of shipping documents evidenc- 
ing shipment of the goods sold. 

The bank opened this credit and paid 
on it and its customer, the defendant, 
then repudiated the transaction. Hence 
these proceedings. 


Defendant’s legal advisers apparently 
embarked on a journey round the docu- 
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Twelve bales of duck 
feathers; interest on 
winding-up; a confirming 
house again; death, taza 
tion and bankruptcy. 


E. H. COGHILL, LL.M 


ments, trying to find some loophole. 
First, they complained that the bill of 
lading as is of course quite common 
stated that “weight, quality and con- 
tents” of the bales loaded were un- 
known. However other documents dis- 
closed what it was that was being 
shipped, and the bank was entitled to 
take the documents as a whole. 

A further point arose. Mr. Seymour, 
the defendant, asked the bank to get a 
report on the sellers before opening the 
credit. The report said that they were 
a new firm in a small way, that they 
appeared to be reasonably honest but 
that the price of 5s was low; that the 
person making the report doubted 
whether the sellers could get twelve 
bales of decent duck feathers in all 
Hong Kong, and he suggested careful 
checking, as by a recognised surveyors 
certificate, to see that rubbish was not 
shipped under a false description. (In 
fact that is exactly what took place.) 
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This information was passed on to the 
defendant who nevertheless instructed 
the bank to go ahead. 

Later still, the bank got another cable 
from Hong Kong, which stated that the 
sellers were established in 1948, gave 
some mildly commendatory chatter, and 
concluded “Business standing fair. 
Transactions should be on a marginal 
basis.” This cable was not passed on 
to the defendant, and he also com- 
plained that in any event the informa- 
tion given was very meagre. 

To that the bank’s answer was that 
if Mr. Seymour wanted a private en- 
quiry agent he should have hired one. 
The bank held itself out as willing to 
make available such information as 
came its way for the assistance of its 
customers, but not to go out of its way 
to make elaborate enquiries. However 
the last cable should have been passed 
on, and for this breach of contract de- 
fendant was awarded 40s. damages, 
without costs, to set against the judg- 
ment in favour of the plaintiff. 

One final point—the credits were to 
be valid till 31 December 1952. The 
relevant bills were negotiated in Hong 
Kong with the plaintiff’s agent, the 
Chartered Bank of India, Australia and 
China, and were remitted to London 
where they were accepted. Negotiation 
was in all cases before 31 December, 
but some of the acceptances were not 
till after. The Court held that, on the 
face of the documents, the credits were 
intended to be available in Hong Kong 
to the sellers till 31 December, and that 
therefore what took place was author- 
ised by the defendant’s request to -the 
bank to establish the credit. 

The bank therefore succeeded. 


Interest on winding-up 
The Judge described Re The Fine In- 


dustrial Commodities Ltd., [1955] 3 
W.L.R.940, as involving a curious point. 
l respectfully agree. 

The company was unable to pay its 
debts and was put into compulsory 
liquidation. However the liquidator 
successfully attacked a debt of £22,000 
secured by a debenture issued to one of 
the directors, with the result that he 
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paid the debts in full and wanted to 
know whether he should pay interest on 
their debts to the various creditors. 

Of course, as there was a surplus, 
those who would have been entitled to 
interest if there had been no liquida- 
tion—persons whose debts carried in- 
terest because they had bargained for 
interest, and judgment creditors—were 
still entitled to interest. The “curious 
point” was as to the position of the 
ordinary creditors. 

As everyone knows, in bankruptcy 
all creditors are entitled to interest if 
there is a surplus, and the question was 
whether the bankruptcy rule applied. 
By the [U.K.] Companies Act 1948, s. 
317, it is provided that “in the winding- 
up of an insolvent company .. . the 
same rules shall prevail” with regard to 
debts provable as apply in bankruptcy. 
The [Victorian] Companies Act 1938, s. 
262, incorporates the old Victorian In- 
solvency Rules, which were much the 
same as the Bankruptcy Rules, and 
similar provisions are in force in all 
the States. 

But the Judge held that as the com- 
pany was now able to pay its debts it 
was no longer an “insolvent” company 
and this section did not apply. If this 
interpretation is correct it means that 
the Bankruptcy (or Insolvency) Rules 
as to the disposition of the surplus can 
never apply, for the mere fact that 
there is a surplus shows that the com- 
pany is not insolvent. 

This of course involves reading “‘in- 
solvent” as meaning “having a surplus 
of liabilities over assets.” But does not 
the word really mean “financially em- 
barrassed,” i.e., in financial difficulties, 
whether one has a surplus of assets on 
paper or not? If this latter meaning is 
correct, the whole basis of this judg- 
ment goes. It seems to me to be at 
least arguable. 


A “confirming house” again 


A few months ago I discussed the 
first example of a “confirming house” 
to come to my notice. Now I have a 
further example, with a further discus- 
sion of the principles involved. 

In that case Sobell Industries v. Cory 
Brothers, [1955] 2 LI.L.R. 82, plaintiffs 
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obtained an order for wireless sets 
from a Turkish firm, one of the terms 
of which was “payment through Cory 
Brothers.” Plaintiffs then got in touch 
with Cory Bros., who sent them an 
order to “please supply” the goods in 
question, with particulars of the goods 
and a Turkish address as their destina- 
tion. Plaintiffs duly accepted this offer 
in writing. On these last two documents 
Cory Bros. had clearly contracted as 
principals and were liable as such. 


However, His Lordship considered the 
case further on the basis that the refer- 
ences to the Turkish destination of the 
goods were sufficient to bring in the 
original contract and to show that the 
defendants were not purchasers but 
“confirmers.” Even accepting this, the 
question arose—what did they confirm? 
He held that to confirm someone else’s 
contract is in effect to guarantee its 
due performance, that defendants were 
bound to plaintiffs and not only to their 
Turkish clients, and that they could not 
call off their agreement with the plain- 
tiffs just because their Turkish clients 
wished them to do so. 

Accordingly the action succeeded. 
Cory Bros. also succeeded in a claim 
against the Turkish clients, but that 
case raised no element of special im- 
portance. 


Death, taxation and bankruptcy 


The case of Stapleton v. Commis- 
sioner of Taxation, [1955] A.L.R. 905, 


is so devastating that I feel the urge to 
break my usual rule and discuss it. | 
hope the writers of Current Tazation 
will excuse me for trepassing on their 
preserves and forgive any ignorance of 
their specialty. 

In that case, deceased died in 1961, 
In July 1953 his executors made his 
estate bankrupt and in August 1953 
taxation assessments amounting to some 
£50,000 were made in respect of the 
years from 1946 until his death. The 
Commissioner claimed absolute priority 
for this amount. 

Firstly, the High Court held that the 
Income Tax etc. Assessment Act, s. 216 
applied to the original executor of the 
deceased but not to the Official Receiver 
because he was not “the trustee of the 
estate of the bankrupt.” Apparently 
it also thought that the reference to 
the “taxpayer’s estate” in that section 
is to the net estate after payment of 
debts, so it does not give much to the 
Commissioner after all. 

Further s. 221(1)(b) (i) apparently 
does not apply either. The trustee in 
bankruptcy of a deceased estate is not 
the “trustee of the bankrupt,” for the 
deceased never was a bankrupt. So this 
section does not come into the case and 
the Commissioner in such a case as this 
is at best in the position of an u- 
secured creditor. The High Court even 
toyed with the idea that he was nota 
creditor at all, but finally ran away 
from that position by saying that no 
one had raised the point before the 
Court and they should not consider it. 





MEDITATION 


Poets may wax lyrical, 

Or painters satirical, 

On the merits of the 

Female form divine. 

But the figure most inspiring 
To the business-man aspiring, 
Is the one which shows his OD 
Is at last on the decline. 


LL.C. 
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SOME THOUGHTS ON 
OF ACCOUNTANTS 


EDUCATION 


E. Bryan Smyth, F.A.S.A. 


Professor of Accountancy, N.S.W. University of Technology 


E rise and development over the 

last hundred years of joint stock 
companies, the industrial, commercial 
and economic expansion of the last 
fifty years, and the emergence in this 
century of the technological revolution 
emphasise the growing importance of 
accountancy in industry, in commerce 
and in government today. Few would 
deny that the accountant plays a neces- 
sary and vital part in this period of ac- 
celerated change. As a consequence 
of this situation the profession of ac- 
countancy is becoming no less exacting 
in its requirements than the other pro- 
fessions, demanding of its members a 
high degree of technical skill, a wide 
knowledge of associated fields, and a 
broad and ripe experience. Thus 
training for accountancy has become 
as important as for the other profes- 
sions, and educationists and the profes- 
sional associations are devoting 
thought and attention to the subject. 
The various conferences, lectures and 
discussions in recent years clearly in- 
dicate that reform, in some shape or 
other, is considered necessary. 


Nevertheless, further thought could 
still be given by the profession to the 
question of defining the aims of ac- 
countancy education, and _ training 
facilities could be examined to see 
whether they are achieving those aims. 
In this regard the following extract 
from a Canadian journal is relevant: 

In Canada, the accounting profession has 
not yet made any concerted approach to- 
wards the universities concerning the kind 
of courses the latter should conduct to turn 


out graduates likely to succeed in the ac- 
countancy profession. The profession might 
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usefully ask itself whether an aloof attitude 
towards higher education will ever serve its 
own best interests.’ 


This is not to suggest that the Insti- 
tute of Chartered Accountants in Aus- 
tralia and the Australian Society of 
Accountants are “aloof” here. In 
Australia, the professional associations 
have had difficulties in closing their 
ranks (by recent amalgamation), and 
it is not surprising that they do not 
speak as yet with one voice or with a 
common authority on educational mat- 
ters. 


Whilst the associations still exercise 
their right to examine, progressively 
greater recognition has been granted 
to the examinations of the universities 
and technical colleges. The question 
arises whether the system of entry into 
the profession, as controlled by the as- 
sociations, is adequate or whether 
educational and examining responsi- 
bilities should be gradually transferred 
to unversities and other similar teach- 
ing institutions. Yet it behoves the 
educationist to realise that the objec- 
tives of the profession, to the extent 
that they have been defined, should be 
considered fully in determining the 
nature of the courses to be established; 
that the requirements of the profession 
must always play an important part in 
any educational system for account- 
ants; and that, beyond this, the inte- 
gration of accounting with other disci- 
plines and the promotion of research 
should be continually encouraged. 





1. “The Universities and the Profession”, 
editorial in the Canadian Chartered Account- 
ant, August, 1955. 
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Universities and the professions 

Examination and admission to mem- 
bership by professional associations 
are the traditional methods by which 
most professions have developed. Once 
high professional and ethical standards 
became recognised as essential, insti- 
tutes and associations were established 
to guard those standards, to control ad- 
mission to membership, and to pre- 
scribe rules of conduct for members. 
It is in this way that the accounting 
institutes have developed in Australia. 
In the other professions, however, 
there has been a departure from the 
system of examinations by the control- 
ling body, and a virtually complete ac- 
ceptance of the responsibility of ap- 
proved schools and universities for 
teaching and examining. In most of 
those professions the appropriate uni- 
versity degree is recognised as either 
the complete, or at least the predomin- 
ant, educational requirement. It must 
be appreciated, however, that whilst 
in those professions the educational re- 
sponsibilities have passed to the uni- 
versities, the professional organisa- 
tions have retained vital functions and 
have contributed much by promoting 
and maintaining standards of practice, 
establishing a code of ethics, and, on 
occasions, disciplining members trans- 
gressing that code. In this way the 
associations have maintained and even 
added to their significance in this 
modern age. 


By analogy, it may be considered 
that the professional accounting as- 
sociations should hand over to the uni- 
versities teaching and examining re- 
sponsibilities, whilst retaining the es- 
sential functions referred to. But 
analogy is not sufficient reason, and it is 
doubtful whether the time is quite op- 
portune for such a step. Again, a 
professional association can hardly be 
justified in seeking the establishment 
of a university qualification in its field 
merely as a means of advancing the 
status of that profession or of its mem- 
bers. Rather should the profession 
first reach such a status in the eyes of 
the community that it should naturally 
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seek the establishment of a university 
course. Obviously, however, this is a 
fluid situation requiring the continuing 
interest of both educationists and as. 
sociations. 








Trends in U.S.A. 


Before considering the adequacy of 
the educational system for accountants 
in Australia it is interesting to con- 
sider briefly some trends in U.S.A, 
There, the principle of a liberal educa- 
tion is generally accepted. The Ameri- 
can Institute of Accountants and the 
Controllers’ Institute both stress the 
importance of a good educational back- 
ground, with a good command of 
English as essential. In no State may 
a person describe himself as a certified 
public accountant or practise as such 
unless he has received that State's 
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C.P.A. certificate. This is issued when 
the prescribed examinations are passed § 
and certain statutory conditions ful- § 
filled. The Board of Examiners of the d 
American Institute of Accountants — " 
prepares uniform examinations which y 
have been adopted by each State. The tl 
subjects are Accounting Practice, 8 
Theory of Accounts, Auditing and P 
Commercial Law. Some States also — ® 
examine in Economics, Taxation and § ® 
other subjects. - 
In the State of New Jersey, a pre by 
requisite to the C.P.A. examination is B 4 
the completion of a course in an ap & hy 
proved college (i., a university). B tp, 
In New York State, applicants for ad- Bg 
mission to any part of the C.P.A. ex & oa, 
amination must have completed satis § Jy 
factorily four years of approved col- & fo) 
lege study including liberal arts, a @ y», 
counting, law, finance, economics, other 9 fo. 
business subjects and certain electives. & th, 
Of the total term hours, more than one § ing 
third is devoted to the liberal arts. In § gy, 
California all candidates must tha 
graduates of a junior college and have & so. 
had at least two years of college work, B ox, 
or else pass in a written preliminary 
examination. On passing the C.P.A. 7 
examination, the student does not re § 2 
ceive his certificate until requirements § °°” 
as to practical experience have beet and 
met. Undoubtedly the trend in the § ™ 
The 
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United States is towards university 
education as a pre-requisite to comple- 
tion of professional examinations, and 
something more than training in ac- 
countancy techniques is demanded of 
thase seeking to enter the profession. 


The Australian system 


What of the present system in Aus- 
tralia under which examinations for 
admission to the profession are con- 
ducted by professional associations? 
Can it be said that this system gives 
a professional education in the highest 
sense? These questions concern the 
educationist, the professional associa- 
tions and the student. The education- 
ist would contend that something more 
that the present course is necessary to 
equip a person for a profession and 
that there is a need for an advanced 
general education such as a university 
seeks to provide. In assessing stan- 
dards, he would recognise that students 
undertaking a formal course in a uni- 
versity would be far better educated 
than those who qualify merely by 


studying prescribed text books and 


past examination papers. He would 
argue that some fruits of a well organ- 
ised course, such as scientific habits of 
thought and attitudes determining 
ethical behaviour, cannot be measured 
by examinations. He would appreci- 
ate that the profession needs men who 
have been given a sound training by 
teachers free to use their own special 
skills in stimulating the critical and 
constructive abilities of their students. 
In short, he would hold that the case 
for an examination as the only meas- 
ure of educational attainment and pro- 
fessional ability could not be justified, 
that something more than an examin- 
Ing body is necessary to ensure ade- 
quate training for a profession, and 
that there are many disadvantages as- 
sociated with a system under which 
examining is divorced from teaching. 


The professional associations may 
consider that the present system must 
continue if standards of examination 
and practice are to be guarded and 
Maintained. They may even hold the 


The Australian Accountant, March, 1956. 


extreme view that the time is coming 
when they should assume responsibility 
for teaching as well as examining. 
But how will the profession establish a 
fund of learning if it does not endow 
and encourage research? And how 
will complete and generally accepted 
status be reached if the associations 
cut themselves off from the universi- 
ties, the very bodies to which the other 
professions have gravitated? The 
present examination system, even if 
it ensures mastery of accounting tech- 
niques, does little to meet the urgent 
—_ for research into accounting prob- 
ems. 


Entering the profession 


Many students who enrol in account- 
ancy courses are found to lack the men- 
tal ability, the educational background, 
and the perseverance to qualify by 
part-time study.? This may be due to 
the fact that accountancy is one of the 
few professions which may be entered 
at the school intermediate or equiva- 
lent standard of general education. It 
is possible that if matriculation were 
insisted upon immediately fewer stu- 
dents would offer for training in ac- 
countancy. This may well be desir- 
able in the long run since the calibre 
of students would improve and the pro- 
fession would get quality if not quan- 
tity. It is well recognised that not 
enough of the best students are enter- 
ing the profession, and more induce- 
ments should be provided for them. 
Obviously university scholarships, lead- 
ing to a professional qualification as 
well as to a degree by way of reward, 
would be one way of attracting the 
best students.® 





2. In all educational courses there is normal 
wastage. In New South Wales, of every 
hundred students in any age group, it may 
be expected that approximately twelve will 
take the Leaving Certificate examination. Of 
these, ten will pass this examination, seven 
will matriculate, three will enter the univers- 
ity, and one will graduate. Of the original 
number, approximately three will obtain Tech- 
nical College diplomas. 

3. At present many students are unable to 
complete the existing professional examina- 
tions. These may prefer to take a modified 
course more closely adapted to their real 
needs, aptitudes, and capabilities. 


97 





EDUCATION OF ACCOUNTANTS 


It will therefore be seen that so far 
as the educationist is concerned, some- 
thing more than a mere examination is 
required to make an accountant; that 
from the viewpoint of the professional 
associations there are limitations to 
the present system whereby examin- 
ing is divorced from teaching; and 
that there is much to be gained for 
students themselves from a wider and 
more intensive course. 


Before suggesting any improvements 
to the present training system, it is re- 
levant to refer to a distinction which 
is often drawn today, namely, the dis- 
tinction between the accountant en- 
gaged in public practice and the ad- 
ministrative or commercial accountant 
employed in industry or commerce. 
This classification is logical, and if the 
educational requirements of the two 
groups are studied, the structure of a 
basic course may be more readily de- 
fined. The accountant in public prac- 
tice must be equipped to examine the 
records of all types of enterprise, to 


analyse and interpret the results, and 
to report his considered opinion and 


judgment thereon. He must have a 
broad knowledge of all aspects of ac- 
counting, including executorship ac- 
counts, auditing, bankruptcy and taxa- 
tion. As consultant and adviser he 
may be called upon to design and 
supervise the installation of account- 
ing systems or to suggest measures to 
eliminate weaknesses in a_ client’s 
organisation. The administrative ac- 
countant, however, is required to de- 
cide the methods and direct the pro- 
cedures by which the results of busi- 
ness operations are determined, stan- 
dards of performance measured and 
developed, and future operations 
planned and controlled. In industry 
he has a key role in preparing budgets, 
in analysing and controlling costs, and 
in establishing selling prices on a scien- 
tific rather than on a haphazard basis. 
The administrative accountant is not 
interested in topics such as executor- 
ship accounts, bankruptcy, and certain 
aspects of taxation, nor need his legal 
knowledge be very extensive. In his 


case the time devoted to these subjects 
could be used to greater advantage. 


Thus the functions of the practising 
public accountant differ somewhat 
from those of the administrative ac 
countant. The former needs a broad 
knowledge of accounting and _ allied 
subjects, whereas the latter requires a 
thorough and intensive training witb. 
in his own specialised field. Yet there 
are a number of subjects which should 
be common to both groups. 


The basic course 


In framing a policy for the educa 
tion of accountants, it becomes neces 
sary to enquire into the nature of the 
proposed basic course. It has already 
been submitted that if accountants are 
to receive a professional training, the 
course established should include some 
of the liberal arts and the humanities, 
in addition to normal accounting sub 
jects. However, training in account 
ancy should form part of a wider dis 
cipline on the professional side—i.e, 
something more than accounting tech- 
niques should be taught and the course 
should cover a reasonably extensive 
field in commerce or economics with 4 
major specialisation in accountancy. 
The student would then be provided 
with an educational background which 
he is unable to obtain under the pre 
sent system. Such a course would 
thus be broad enough to meet modern 
requirements of both the public and 
the administrative accountant, flexible 
enough to allow for elective or op 
tional groups of subjects to be taken 
in the later years, and so designed 
that, subject to the completion o 
the appropriate electives, further 
post-graduate specialisations for both 
types of accountant would follow. 
Whether there should be two sepat- 
ate courses or a basic course fo 
lowed by specialisation is, no doubt, 
a question on which opinions may dif- 
fer. A basic course including subjects 
required by both the public and ad 
ministrative accountant and combining 
a liberal education, is the logical and 
economical solution. A university de 
gree course in commerce or some siMl- 
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lar field, in conjunction with sound 
practical experience, is clearly the 
answer to this problem. 


Ideally the best possible education 
for an accountant would be provided 
by a full-time university course. This 
is well recognised by other professions 
in the training of their members, and 
in the U.S.A. in the training of ac- 
countants. The advantages of a full- 
time course are, firstly, the student 
would come to his study fresh instead 
of fatigued after a day’s work; 
secondly, he would have more time to 
devote to study; and thirdly, he would 
be able to develop a_ social and 
cultural background. At the same 
time, a part-time university course 
would be a practicable and economical 
alternative. Yet if employers would 
co-operate, the disadvantages of part- 
time evening studies could be consider- 
ably lessened by the adoption of a sys- 
tem whereby students could attend lec- 
tures partly in their own and partly in 
their employer’s time. This follows 
trends in other professions. In any 
case there is no reason why both day 
and evening lectures should not be 
ae provided sufficient students en- 
rolled. 


There is the possibility that the 
course could be taken by correspon- 
dence. From the professional and 
educational points of view this system 
has serious disadvantages, since the 
student would have little personal con- 
tact with lecturers or fellow students. 


Scope of the course 
What should be included in the basic 


course? Because the functions of the 
accountant today cover a range be- 
yond routine techniques, the course 
should blend general and professional 
education, and should require more 
than the subjects usually contained in 
existing accountancy courses. The 
accountant should be able to forecast 
trends in his own and related indus- 
tries, to see relationships between in- 
dustries and to appreciate the general 
and specific effects of economic policies. 
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The modern business executive must 
now be considerably more than an ex- 
pert in a narrow field. Thus the stu- 
dent should be introduced to subjects 
such as Economics, Business Finance, 
Psychology, and Statistics. 


Far too many seeking to enter the 
profession cannot express themselves 
correctly or logically. If they are to 
communicate intelligently with their 
business associates, they must under- 
take some additional studies in 
English, and the basic course should, 
therefore, include English Language 
and Expression. An introduction to 
Philosophy or Scientific Method is also 
desirable if students are to think critic- 
ally on problems and not accept with- 
out challenge statements from pre- 
scribed textbooks and other sources. 
They must learn to recognise the im- 
portant issues in problems, and to 
make decisions based on an analysis 
of such issues. The course should pro- 
vide students with a sound knowledge 
of cost accounting and budgetary con- 
trol. Whilst these studies are par- 
ticularly important to those employed 
in commerce and industry, they are 
also of significance to those aspiring 
to become public accountants, consul- 
tants and business advisers. 


In any study of accounting, even at 
the elementary level, the statement 
that “sound theory underlies sound 
practice” is axiomatic. It is not pos- 
sible to divorce basic accounting theory 
from training in accounting  tech- 
niques; the two go hand in hand. Dur- 
ing the past twenty years much dis- 
cussion has centred around what have 
been termed “accepted accounting 
principles”. Certainly there is no gen- 
eral agreement on this topic; and this 
is a reflection of a healthy ferment oc- 
curring in the profession today. There 
are good reasons for providing in a 
university the opportunity for a sys- 
tematic study of accounting thought, 
a study which would facilitate an ex- 
amination of the various statements on 
accounting principles which have ap- 
peared mainly in American publica- 
tions in the last twenty-five years. 
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This subject could include an analysis 
of accounting theory and its applica- 
tions, a study of related literature, and 
a survey of the development and pro- 
gress of accounting. It could also at- 
tempt a review of certain concepts 
which are of special interest to both 
the accountant and the economist. 
Finally, students should be inspired 
with a sense of devotion to their pro- 
fession. They should be encouraged to 
think of ways in which accounting 
concepts and techniques may be used 
to assist the other professions, and the 
nation’s economy generally. They 


should be taught to realise that their 
education is only beginning when they 
have completed their formal studies, 
and that throughout their professional] 
careers further research should be con- 
stantly pursued. 

Accountancy will never attain its 
real status unless its members are pre- 
pared to contribute to it more than 
they can expect to obtain immediately 
in return. In research they must 


tread the labyrinthine ways and, like 
Sisyphus, roll the stone forever uphill, 
Only when the profession has achieved 
a higher purpose will it find its right 
ful place in the community. 
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Australian Society of Accountants 


VACANCY FOR EXAMINERS 


Applications are invited for appointment as 
Examiners in Commonwealth Income Tax Law and 
Practice and in the second paper of Advanced 
Accounting of the new syllabus of the Society, com- 
mencing with the October, 1956, examinations. 


The duties of the Examiners will include the set- 
ting of one question paper for each half-yearly 
examination, and the marking of answers submitted 
by candidates in all States. 


The remuneration will be in accordance with a 
scale of fees determined by the General Council. 


Further particulars of duties and the scale of fees 
will be supplied by any State Registrar, upon receipt 
of a request in writing. 


Applications, containing full particulars of quali- 
fications and experience, must be lodged with the 
General Registrar of the Society, 37 Queen Street, 
Melbourne, C.1, not later than 15 April, 1956. 
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AN EXAMINATION OF 
THE WORKING CAPITAL RATIO 


F. K. Wright 


E working capital ratio has been 

described as “one of the most im- 
portant, if not the most important, 
structural balance sheet relationships.’”! 
Yet the interpretation of this ratio 
seems to be attended by confusion and 
uncertainty. It will be the object of 
os paper to discover the reasons for 

is. 


Definitions? 

Working capital is generally defined 
as the excess of current assets over 
current liabilities; the working capital 
ratio is defined as the ratio of cur- 
rent assets to current liabilities. 


Current assets are taken to include 
cash, bank balances, temporary invest- 
ments in readily marketable securities 
which can be converted into cash with- 
out impairing the business, book debts, 
stocks, and prepayments of current 
operating expenses. 

Current liabilities include bank over- 
drafts (unless secured and fixed for a 
term of more than one year), trade 
creditors, accrued liabilities for operat- 
Ing expenses, loans maturing within 
ome year, provision for taxation and 
dividends payable. 


Significance of working capital 
Working capital may be regarded 
from two points of view. On the one 
hand, it is the amount of funds avail- 
able to finance the day-to-day opera- 
tions of the business. If this amount 
is not adequate, settlement of creditors’ 


1, A, A. Fitzgerald, Analysis and Interpre- 
tation of Financial and Operating State- 
ments, 1947, p. 73. 

2 The definitions in this section have been 
ao A. A. Fitzgerald, op. cit., pp. 
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accounts will have to be delayed, result- 
ing in loss of credit standing and of 
cash discounts; quantity discounts will 
be lost through inability to buy in eco- 
nomical lots; stock may have to be 
realised at cut prices to obtain cash 
quickly; and in extreme circumstances 
the business may even be forced into 
liquidation. 


On the other hand, working capital 
is also the amount of funds provided 
by management, out of capital or long- 
term loans, for the day-to-day opera- 
tion of the business. For a given sales 
volume, there is a limit to the amount 
of working capital which a business 
can profitably employ. When the busi- 
ness is settling its accounts promptly, 
carrying an adequate range of stock, 
and financing its customers within the 
usual terms of trade, any further in- 
crease in working capital will add very 
little to profits unless sales can be ex- 
panded. Thus an excess of working 
capital means unprofitable use of funds 
which would be better employed else- 
where. 


The amount of working capital tends 
to be increased by additions to paid-up 
capital, long-term borrowing, retention 
of earnings, provision for depreciation, 
and sale of fixed assets. It tends to be 
decreased by repayment of capital or 
loans, losses, and investment in fixed 
assets. 


In any financial period, there will be 
an increase or a decrease in working 
capital unless the factors just listed 
cancel out exactly. Good financial 
management seeks to adjust these fac- 
tors to avoid idle cash balances on the 
one hand, and cash shortage on the 
other. 
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Significance of the working capital 
ratio 

The concept of working capital as 
an amount of funds which should be 
adequate to the requirements of the 
business, seems a straightforward one. 
By contrast, the significance of the 
ratio of current assets to current lia- 
bilities is at first sight rather obscure. 
Why should balance sheet analysts em- 
phasise the ratio, rather than the dif- 
ference, between these two account 
groupings? 

Briefly, the reason seems to be that 
the adequacy of the amount of work- 
ing capital cannot be judged except in 
relation to the sales which it has to 
finance. Unable to relate working capi- 
tal to sales value, which is rarely pub- 
lished, balance sheet analysts have done 
the next best thing and related the 
components of working capital to one 
another. 

The problem then becomes how to 
assess the adequacy of the amount of 
working capital from the ratio. That 
is a matter of some difficulty since “a 
ratio which is satisfactory in one in- 
dustry may be quite unsatisfactory in 
another.’ 

This paper will be largely concerned 
with the problem of the interpretation 
of the working capital ratio. A brief 
critical survey of current methods of 
interpretation will be followed by a 
theoretical analysis of the working 
capital ratio. 


Critical survey of current interpreta- 
tions of the working capital ratio 


Comparison with an arbitrary stan- 
dard 

The working capital ratio has been 
regarded primarily as an index of 
financial strength and stability, not as 
a measure of efficient utilisation of 
funds. Balance sheet analysts have 
therefore been more concerned at the 
danger of too low a working capital 
ratio than at the danger of too high a 
ratio. At times, this concern has been 
expressed in the form of an arbitrary 
requirement that the ratio shall not 


8. A. A. Fitzgerald, op. cit., p. 76. 
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fall below 2 : 1. This rule-of-thumb 
is open to criticism on several grounds, 

First, it is one-sided. It states that 
a working capital ratio of less than 
2 : 1 is too low, but it imposes no limit 
in the other direction. 

Second, it completely disregards all 
the factors influencing the working 
capital requirements of a business. It 
makes no distinction between a busi- 
ness which sells for cash and one which 
sells on credit, or between a business 
with a high rate of stock turnover and 
one with a low rate. 

Third, it disregards the fact that 
“many successful concerns of wu- 
doubted stability in Australia operate 
on a lower working capital ratio than 
2 : 1, [while] many could not carry 
on without financial strain unless their 
working capital ratio was maintained 
at a much higher level.’’* 


Comparison with a flexible standard 


Mr. K. C. Keown, in his paper on 
“Working Capital and Its Importance 
in Company Finance’’,® introduces a 
variant of the two-to-one rule which 
overcomes some of the criticisms just 
made. 

He recognises that working capital 
can be too high, as well as too low, and 
that some types of business may re 
quire a higher or a lower ratio than 
2: 1. He says, however: “Any de 
parture from this standard [the two 
to-one rule], either upward or down 
ward, should be the subject of enquiry; 
if upward, the management should be 
able to show that the increased margil 
is necessary and is not a wasteful use 
of the proprietors’ capital; if dow 
ward, it should be demonstrated that, 
because of the rate of turnover of 
debtors or stock, or both, or for some 
other reason, an undue risk is not being 
incurred.’”6 


The implication seems to be that 4 
working capital ratio of 2 : 1 or les 
can never be too high—which Is 4 
doubtful proposition—and that a work 


4. A. A. Fitzgerald, op. cit., p. 177. 

5. The Australian Accountant, March 1953, 
p. 106 

6. She Aucitation Accountant, March 1958, 
p. ; 
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WORKING CAPITAL RATIO 


ing capital ratio of 2 : 1 or more can 
never be too low—which is almost cer- 
tainly wrong. 

Mr. Keown might feel that this im- 
plication was not intended by him; but 
if he did not mean this, there was no 
point in his referring to the two-to-one 
rule at all. 


Comparison with multiple standards 


Sir Alexander Fitzgerald (then Mr. 
A. A. Fitzerald) wrote in 1947: “Be- 
fore it can be said that a ratio of a 
certain size is or is not indicative of 
financial strength, there must be some 
standard by reference to which the 
ratio may be compared. Any standard 
used for such a purpose must be scien- 
tifically determined. Obviously a ratio 
which is satisfactory in one industry 
may be quite unsatisfactory in 
another.’’8 


Up to the present, however, no scien- 
tifically determined standards of work- 
ing capital ratio have been published 
in Australia. 


The study of trend 


This approach is summarised in Sir 
Alexander Fitzgerald’s statement that 
“the chief use of the ratio is to dis- 
close trends over a period of years. 
Development towards an _ unsatisfac- 
tory working capital position will be 
indicated by a falling trend in the 
ratio.” 


Unfortunately, the significance of a 
trend cannot be definitely interpreted 
unless we know the state of the work- 
ing capital at the beginning of the 
trend period. If the working capital 
position at the beginning of the period 
under study was just right, or on the 
weak side, a falling ratio would seem 
to indicate a deterioration in the posi- 
tion. If, on the other hand, the work- 
ing capital was originally excessive, a 
oy ratio might indicate an improve- 
ment. 


The trouble is that an upward or 
downward trend in the working capital 
ratio can be due to a variety of causes. 
A rising trend might indicate that bad 
buying, poor production planning, weak 


The Australian Accountant, March, 1956. 


stock control, or lax collection methods 
have allowed depreciation funds and 
retained earnings to become absorbed 
in excessive stock or debtors; or it 
might mean that prompter settlement 
of accounts has enabled the business to 
take better discounts, cut selling prices 
and increase sales, with a propor- 
tionate increase in book debts. 

Similarly, a falling trend might in- 
dicate a steady improvement in the rate 
of stock turnover, as a result of clear- 
ing excessive inventories, better plan- 
ning of purchases and production, re- 
duction in the stock range, or more ef- 
fective selling, the funds thus released 
having been invested in fixed assets. 
On the other hand, a falling trend 
might reflect increasing reliance on the 
forbearance of creditors, or on bank 
finance. 

It would seem, therefore, that there 
is a good deal of ambiguity in the inter- 
pretation of trends in working capital 
ratio. 


Theoretical analysis of the working 
capital ratio 


The difficulties in the interpretation 


of working capital ratio, discussed in 
the preceding section, suggest that this 
ratio is not as useful an index as is 
often claimed. There does seem to be 
something wrong with an index which 
may rise through strengthening of the 
financial position or through sheer bad 


management, and which may fall 
through shortage of funds or through 
improved efficiency. 

In this section, an attempt will be 
made to analyse the working capital 
ratio into its logical components, in 
order to see whether a less ambiguous 
index can be constructed. 


Definition of circulating capital 

Of the dozen or so items which enter 
into the definition of working capital 
and the working capital ratio, three 
items share an important characteristic 
which distinguishes them from the re- 
maining current assets and liabilities. 

These three items are stock, book 
debts, and trade creditors. The impor- 
tant characteristic which they share is 
that each is related to sales by a ratio 
which is typical of the kind of trade in 
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which the concern is engaged. For 
book debts and trade creditors, that 
ratio is called the terms of trade. For 
stock, in a trading concern, it is the 
rate of stock turnover; in manufactur- 
ing, the ratio between sales and total 
stocks is more complex, but still reason- 
ably constant in the long run and typi- 
roel of the kind of manufacture under- 
taken. 


Because of the special characteristics 
of these items, it seems reasonable to 
give them a special name; accordingly, 
the following definitions are offered: 


Circulating capital: The circulating 
capital of a trading business is the 
value of trading stock, plus trade 
debtors, less trade creditors. The 
circulating capital of a manufactur- 
ing concern is the value of stocks of 
material, work-in-process and 
finished goods, plus trade debtors, 
less trade creditors. 


Circulating capital ratio: The circulat- 
ing capital ratio is the ratio of the 
value of stocks (as just defined), plus 
trade debtors, to the value of trade 
creditors. 


Circulating capital of a trading con- 
cern 
In this sub-section, a mathematical 
formula for the circulating capital of 
a trading concern will be derived.” 


A few assumptions will help to keep 
the algebra simple. Let us assume that 
the concern is trading steadily, with 
constant sales, constant purchases and 
constant stock levels. Let us further 
assume that all merchandise is bought 
on credit, while all operating expenses 
are paid out weekly. 


Let the weekly purchases be £2; 

let the average mark-up be 100m% on pur- 
chase price, so that weekly sales are 
£a(1+m) ; 

let the stock be turned over t times per 
annum; 

let the average number of weeks credit ex- 
tended to customers be s; and 





7. A formula for the circulating capital of 
a manufacturing concern has also been 
derived, but on account of its complexity, 
it will not be reproduced here. 
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let the average number of weeks credit 
granted by suppliers be p. 
Then the value of trade debtors will be 
£2 (1+m)s; 
the value of trade creditors will be £xp; 
and the value of stock at cost will be £522/t. 
The circulating capital will therefore be 
C = x(1+m)s + 52x2/t — ap 
ary (1) 


and the circulating capital ratio will 
(1+m)s + 52/t é 
R = Equation (2) 





Pp 
(the z’s having cancelled out). 


The meaning of equation (2) will 
be seen more clearly, perhaps, if some 
typical figures are substituted for the 
algebraic symbols. Suppose that the 
debtors take, on average, 7 weeks’ 
credit, while the concern takes only 6 
weeks from its suppliers; suppose that 
the stock turns over 4 times a year, 
and that the mark-up is 25%. That is 
to say, 

8 


Pp 
t 
m 


Substituting these values in equation 
(2), we have 


(1+0.25).7 + 52/4 
6 6 


CORD ~3 
LS) 
uo 


Wau ll y 


8.75 + 13 





= 3.6 


This concern would therefore have a 
circulating capital ratio of 3.6 : 1. 


Role of liquid assets 


It may seem strange that cash has 
been left out of the definition of circu- 
lating capital, since no business can 
function without it. 


It is possible, however, to imagine 
conditions which would enable a trad- 
ing business to dispense with a cash 
balance: Under absolutely steady trad- 
ing, the proceeds of each week’s collec- 
tions would pay for the invoices and 
expenses due in that week, the re 
mainder being drawn out by the pro 
prietor on account of profits. 


In practice, a cash balance, or an 
overdraft below the overdraft limit, 18 
required for one or more of the follow- 
ing purposes: 

(i) To absorb fluctuations in purchases 
or sales. The balance of available cash 
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increases when receipts from sales are 
heavy relative to payments for pur- 
chases and declines when sales receipts 
are relatively light. 

(ii) To make intermittent payments of 
expense or profit. Many such payments 
are made monthly or annually, and 
money must be available when they 
fall due. 

(iii) To finance expansion in trading 
or in fixed assets. 

(iv) Paradoxically, cash may also be 
needed to finance a contraction in trad- 
ing, as sales often decline faster than 
purchases can be cut. 

Examination of these four functions 
reveals that there is not a very close 
connexion between the amount of cash 
required by a business and the current 
level of trading. Moreover, for the first 
two purposes an overdraft limit is just 
as good as ready cash. Hence the bank 
balances of quite similar businesses 
may bear no resemblance to each other. 

Where there are temporary invest- 
ments in readily marketable securities, 
these are probably held for the third 
purpose. Hence, there is even less con- 
nexion between sales and the value of 
temporary investments than there is 
between sales and the state of the bank 
account, 

For these reasons, it seems prefer- 
able to leave liquid assets and over- 
drafts out of the definition of circulat- 
ing capital. 


Prepayments, accruals, and provisions 
for taxation and dividends 


These components of working capi- 
tal are, in effect, adjustments to the 
amount of liquid assets. For instance, 
a provision for dividends payable 
means that some of the available cash 
will be required shortly to pay a divi- 
dend. Accruals indicate the extent to 
which the cash balance represents a 
fund for making intermittent pay- 
ments of expense, while prepayments 
indicate the extent to which that fund 
has been depleted by payments made in 
advance. 

_ The reasons given for exclusion of 
liquid assets from circulating capital 
therefore apply to these items also. 
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(Loans maturing within a year may 
be placed in the same category as pro- 
visions for taxation and for dividends.) 


Relationship between working capital 
and circulating capital 

The working capital of a concern 
can be regarded as composed of two 
factors: the circulating capital of the 
concern, and the remainder of the cur- 
rent assets and liabilities. 

The difference between working capi- 
tal and circulating capital depends 
mainly on the overall financial policy 
of the concern. If the policy is to 
carry a substantial cash balance, or if 
the assets include “investments in 
readily marketable securities which can 
be converted into cash without impair- 
ing the business,” the working capital 
will be larger than the circulating capi- 
tal. If the concern relies to a large ex- 
tent on bank finance—i.e., if it nor- 
mally operates on an overdraft—the 
working capital will be smaller than 
the circulating capital. An_inter- 
mediate position would be occupied by 
a concern which averaged a nil balance 
at the bank (sometimes in credit, some- 
times in debit), or one which carried 
on its balance sheet both marketable 
securities and an overdraft. 

Temporary cash balances may also 
affect the relationship between working 
capital and circulating capital. For 
instance, a company which has just 
made a call will show a big increase in 
its working capital until the call 
moneys are spent; similarly, a concern 
which is accumulating funds to pay 
for new plant on order will show a 
temporary increase in working capital. 
Circulating capital should remain un- 
affected in both cases. (Theoretically, 
these funds should perhaps be left out 
of working capital also, as they are held 
for non-current purposes. This fact 
may however not be evident from the 
balance sheet.) 


Interpretation of the circulating capital 
ratio 
Circulating capital ratio and the effi- 
cient employment of funds 
The circulating capital ratio of a 
business may be compared with: 
(i) a theoretical standard, computed 
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from the equation given above, or some 
variant thereof; 

(ii) the circulating capital ratios of 
other businesses in the same trade or 
industry ; 

(iii) the circulating capital ratios of 
the same business in former years. 
From these comparisons, an impression 
may be gained that the ratio is on the 
high side, on the low side, or about 
right. 


Now, this ratio should be regarded 
primarily as an index of the efficient 
employment of working funds by the 
management of the business. If stock 
is slow-moving or dead, or if collection 
procedures are lax, the ratio will tend 
to be high. If stocks are turned over 
frequently, if credit control is tight, 
if favourable terms of payment have 
been negotiated with suppliers, the 
ratio will tend to be low. 


At first sight, therefore, it appears 
that a low circulating capital ratio is 
a healthy sign, a fiigh ratio an un- 
healthy one. While the latter conclu- 
sion is generally true, the former con- 
clusion needs to be qualified. For a low 
circulating capital ratio will also result 
from non-payment of creditors’ ac- 
counts when they fall due. 


If we know the sales figures and the 
approximate terms of trade, this ambi- 
guity can be easily resolved. If we do 
not, we can only say that a low circulat- 
ing capital ratio is a good sign provided 
that there is no evidence of financial 
stringency. 


Circulating capital ratio and financial 
stability 

We have just seen that financial 
weakness may come to be reflected in 
the circulating capital ratio when non- 
payment of accounts inflates the value 
of trade creditors. But can the circulat- 
ing capital ratio be regarded as an 
index of financial stability in a broader 
sense? For instance, does the size of 
the margin of circulating assets over 
trade creditors have any influence on 
the financial stability of the concern? 


Let us consider a trading business 
which normally operates on a small 
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cash balance, adequate for its day-to- 
day needs. If for some reason a short- 
age of cash arose, would the margin 
of circulating assets over trade credi- 
tors be of any assistance? 


To answer this question, we must 
make some assumptions about the 
manner in which the cash shortage 
came about. 


It could be brought about, for in- 
stance, by a sudden drop in sales, whilst 
purchases previously ordered continue 
to arrive. In these circumstances, the 
whole trade is likely to be in the same 
boat, and stocks may be quite unsal- 
able. Book debts may. fall at first, but 
stock will rise at the same rate, so that 
there is no reduction in the total of 
circulating assets. Later, book debts 
may rise again as the firm is forced to 
extend longer credit in order to make 
any sales at all. 


The firm’s only hope, in these cir- 
cumstances, seems to be an overdraft 
or a loan; in trying to arrange this, the 
extent to which the fixed assets, parti- 
cularly land and buildings, are already 
mortgaged may be more important than 
the excess of current assets over cur- 
rent liabilities. 


Again, financial strain could arise 
through a general tightening of credit, 
which would make it difficult to collect 
promptly the accounts of customers 
whose overdrafts had been cut. In 
these circumstances, it would be ex- 
tremely difficult to turn either stock or 
sag debts into cash, except at a heavy 
oss. 


It appears, from a consideration of 
these two cases, that circulating assets 
may not be of very much assistance in 
a financial emergency. Conversely, 
trade liabilities, unless they were over- 
due before the emergency began, do 
not present any danger, as they cannot 
be called up for payment. In other 
words, circulating capital might well 
be disregarded in an assessment of the 
financial strength of a business. 


Interpretation of the working capital 
ratio 

If the excess of stock and book debts 

over trade creditors does not make any 
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appreciable contribution to financial 
stability, what becomes of the working 
capital ratio as an index of financial 
strength? It would seem that, in asses- 
sing the financial strength of an under- 
taking, the circulating capital should 
be deducted from working capital be- 
fore attempting an interpretation. 

If this point were conceded, we would 
be left with liquid assets, less over- 
draft, accruals and non-trading cur- 
rent liabilities, as the measure of finan- 
cial strength. This virtually amounts 
to saying that a business with a large 
bank balance or marketable securities 
is financially stronger than one with an 
overdraft and no liquid assets. 

In other words, there would be no 
need to compute a working capital 
ratio at all. 

But is it true that a business with a 
bank balance is necessarily stronger 
fnancially than one with an overdraft? 
After all, many of our most successful 
companies rely heavily on bank finance, 
while some of the less successful ones 
might not be able to get an overdraft 


if they tried. It has already been sug- 
gested that a good deal depends on the 
value of the freehold, the extent to 
which it is encumbered, and the extent 
to which non-equity financing has been 
employed—none of which are reflected 
in the working capital figures. 

It would appear, therefore, that the 
interpretation of the working capital 
ratio is so ambiguous as to be almost 
worthless. An increase in the working 
capital ratio may indicate overstocking, 
poor credit control, loss of sales, or 
repayment of overdrafts; a decrease 
may reflect better stock and credit 
management, greater use of bank 
finance, or overtrading and non-pay- 
ment of creditors. 

If anything is worth salvaging, it is 
probably the circulating capital ratio— 
the ratio of stock plus book debts to 
trade creditors. This ratio, while not 
free from ambiguity, may be capable 
of being checked against a scientifically 
4-termined standard, and it may prove 
possible to make useful comparisons of 
the circulating capital ratios of dif- 
ferent firms in the same industry. 
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TRAINING FOR 


ACCOUNTANCY 


L. Stewart Johnstone 
Metropolitan Accountancy College, Sydney 


R. S. R. BROWN’S article, “Ac- 
counting and Law” (Australian 
Accountant, December 1955, pp. 500- 
506) contains a provocative statement: 
There is no questioning the fact that educa- 
tion of students in accountancy can never be 
put on a satisfactory basis until the institutes 
conduct their own school of accounting. 


I do not propose to debate the merits 
or demerits of the establishment of such 
a school. Its value—and success— 
would depend on a number of factors, 
such as the administrative and educa- 
tional policies and the tuition method. 
The author has given no details of these 
and in their absence it would not be 
practicable to discuss his suggestion. 


The statement, however, implies un- 
equivocally that the existing schools and 
teaching methods are not satisfactory 
and moreover that they cannot be put 
on a satisfactory basis. This is not a 
“fact,” but merely an expression of a 
personal opinion and as such it is 
definitely open to question. 


An analysis of the article reveals four 
matters in which Mr. Brown expresses 
concern with regard to existing train- 
ing methods. These are lack of teach- 
ing by active practitioners, lack of 
varied practical experience, lack of 
balance in law curriculum, and in- 
adequacy of some prescribed text books. 


Teaching by practitioners 

Mr. Brown states: 
The education of law students shows up in 
marked contrast with that of accountancy 
students . . . Practising barristers and solici- 
tors lecture them and set their papers. 
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The statement, as it stands, suffers a 
little from over-simplification. 


First, it would have been nearer the 
mark if it had been qualified by saying 
that in the main the teachers at the law 
schools are active practitioners with up 
to date experience in day-to-day prac- 
tice of their particular subjects. (In all 
probability this is what the author in- 
tended to imply.) 


Secondly, the fact that a man is in 
current practice does not ipso facto 
make him a good teacher. The essen- 
tial attributes of a successful teacher 
and of a successful practitioner are 
poles apart. One can inculcate prin- 
ciples and explain methods intelligibly 
without necessarily having any particu- 
lar expertness in, or liking for, actual 
practice; on the other hand one may 
possess outstanding skill in practice 
without having the patience, the en 
thusiasm and the ability to communi- 
cate knowledge that is called for in 
teaching. 


Administrators of educational bodies 
are guided primarily by teaching ability 
when selecting staff. Active practice 1s 
a valuable, but secondary, requisite. In 
the rare cases where both qualities exist 
in the one person the ideal teacher (at 
least in technical subjects) is found 
I should like to feel that law students 
are in the main educated by people who 
are first and foremost good teachers 
and are incidentally also competent! 
practitioners. 


But the vital point which Mr. Brow! 
missed is that in the leading schools of 
accounting the teaching staff, the le- 


The Australian Accountant, March, 195. 





TRAINING FOR ACCOUNTANCY 


turers and the external examiners are 
in the main practising accountants. 
(Presumably the external examiners 
appointed by the institutes are also in 
the same category.) 


Practical experience 


Here the author states: 


One of the most significant distinctions be- 
tween the training of a lawyer and that of an 
accountant, in both the pre- and post-graduate 
stages, lies in the action study which each 
makes or has the opportunity of making in 
respect of his particular subject. 


He appears to concede that account- 
ancy students in the offices of public 
accountants are in a similar position to 
law clerks, but for the others “experi- 
ence is limited to the accounting asso- 
ciated with one type of business.” The 
distinction is not quite as marked as it 
might seem at first glance. 


Many legal offices have fairly re- 
stricted practices, and even where they 
have not, many law clerks find their 
duties limited to work associated with 
very few of the varied facets of general 
practice. It is by no means unusual for 
an articled clerk to spend the whole of 
the period of his service dealing, say, 
with conveyancing and probate work 
and gaining no experience whatever of, 
say, criminal practice, divorce, workers’ 
compensation, company law, accident 
aims, ete. 


On the other hand practical experi- 
ence limited to the accounting associ- 
ated with a particular type of enter- 
prise might not, after all, be as dis- 
advantageous as the author implies. It 
is not every student who intends to 
eter public practice. A young man 
who intends to make his life career in 
the sphere of, say, banking, shipping, 
industry, retail trade, insurance or the 
public service may be better equipped 
by spending his formative years in the 
tlsest possible association with the ac- 
oe procedures of his specialised 
eld, 


The spheres of the public accountant 
and of the commercial or executive ac- 
countant, although closely related in 
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some aspects, are widely removed in 
many others. A worthwhile suggestion 
would be of alternative syllabuses with 
a common first stage and with emphases 
in different subjects in the later stages. 


A wide general experience is, of 
course, always of some value, if only in 
developing a tolerance and an under- 
standing of the other fellow’s problems 
and difficulties. But if there is any 
defect in the facilities for gaining prac- 
tical experience, whose is the respon- 
sibility? Surely it is not to be placed 
on the schools. In the profession which 
the author cites as an example, that of 
the law, the responsibility is readily ac- 
cepted as that of the employer. 


Mr. Brown does suggest the provision 
of “case study productions.” Without 
express definition this is rather a vague 
term, but within the framework of the 
existing training systems there do exist 
facilities which, I think, fairly closely 
a to what the author has in 
mind. 


These appear to be the two main 
grounds on which Mr. Brown bases his 
alleged “fact.” When the true position 
is revealed it is obvious that the sug- 
gestion that the education of account- 
ancy students is inferior to that of law 
students is completely unfounded. 


Law curriculum 


Mr. Brown states: 
Too much emphasis is placed on certain legal 
material to the detriment of more important 
issues. 


With this I fully concur. 


We may not see eye to eye with re- 
gard to what particular subjects or 
aspects call for more or less emphasis, 
but the present syllabuses certainly lend 
themselves to improvement broadly, if 
not entirely, along the lines propounded 
by Mr. Brown. 


Here again no blame can be laid at 
the door of the existing schools, which 
must perforce base the training of their 
students according to the requirements 
of syllabuses prescribed for and pre- 
sented to them as faits accomplis, and 
in the framing of which they have had 
no part whatever. 
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(It has always been my contention 
that there would be less dissatisfaction 
with examination syllabuses if there 
were some liaison between the teaching 
and examining bodies. Just as the ac- 
tive practitioner is usually the best 
judge of the practicability of a particu- 
lar technique, so the teacher who is 
called on to implement a syllabus is not 
unfitted to judge its suitability. 

There is a reservoir of accumulated 
experience and wisdom in the present 
schools of accounting that the councils 
of the institutes could make use of in 
their counsels. It is a great pity that 
they neglect it.) 


Text books 


Mr. Brown questions the adequacy 
of the material “required” to be studied 
for law subjects. 

Required by whom? The Institute 
neither prescribes nor recommends any 
particular text books. The Society 
issues a list of “recommended” (not 
“prescribed’’) texts, but in doing so em- 
phasises that its purpose is solely to de- 
fine the scope of particular items in 
subjects for the guidance of students 
and coaches. It points out that “the ex- 
clusion of the use of other text material 
covering each subject as adequately and 
in the same way as the reference books 
for each subject is not intended. Nor 
should the specific references be re- 
garded as the limit of a candidate’s 
reading. The widest possible reading 
for every subject is strongly recom- 
mended.” 

With the existence of a variety of 
teaching methods, it is obvious that 
most published works, written by 
authors who have particular methods in 
mind, are not always entirely suitable 


as study material under other methods, 
(This comment is not intended in any 
way to decry the excellence for their 
particular purposes of the text materia] 
on the recommended list.) 


But a good teacher does not confine 
himself to passing on to his students 
verbatim the contents of a purchased 
book. If that is the limit of his teach- 
ing he serves no real purpose at all, 
He does not throw up his hands in 
desperation because the only published 
works available do not give the particv- 
lar approach or the illustration or a 
contrasting example that he feels is 
necessary. He simply gives them hinm- 
self. That is his function. 


The limitations which Mr. Brown 
finds in some of the recommended 
material is fully recognised by the exist- 
ing schools. But the position is quite 
adequately catered for (as he omitted 
to mention) by their preparing and 
using their own text material. 


Accounting for lawyers 


One cannot but agree with Mr. 
Brown’s final contention that the omis- 
sion of accounting from the curricula 
of the law schools leaves a noticeable 
gap in the completeness of the present 
training of law students. He could have 
added taxation but here again he over- 
generalises when he concludes that “a 
special duty is owed by the law, com- 
merce and institutions to re-cast their 
training techniques.” 


He overlooks the fact that, at least 
in New South Wales, accountancy col- 
lege facilities do exist for adequate 
special courses for lawyers in those par- 
ticular phases of accounting which are 
of immediate interest to them, and in 
taxation law and practice. 
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The Australian Society of Accountants 
Annual Lecture in the University of 
Melbourne, ‘delivered on 3 October, 
1955. The author is Professor of 
Accounting, University of Chicago. 


THE FUND THEORY 


OF ACCOUNTING 


W. J. Vatter, Ph.D., C.P.A. 


CCOUNTING is. practical; its 
operations are rooted in the pro- 
cesses of production and the turmoil of 
trade. Its functions are intertwined 
with the problems of management, the 
pressures of social control, and the 
exigencies of finance. It is the servant 
of all, the master of none; the uses 
made of accounting are limited only by 
the adaptations that can be made of it. 
The complexities of a working world 
seldom permit much reflection on what 
accounting is, why it is that way, and 
what (if anything) should be done 
about it. 


Thus it is not unusual to find ac- 
countants making statements such as 
the following: 


There are unquestionably several systems 
of thought about the practice of accounting: 
systems which attempt to categorise the kinds 
of things accountants do in practice. These 
systems are almost all the subject can boast 
of in the way of theory—and for this reason 
accounting lacks the sharpness and the vitality 
of other technologies.’ 


The rules of accounting, even more than 
those of the law, are the product of ex- 
perience rather than of logic—accounting is 
a tool of business and the development of ac- 
counting has been determined by the prac- 
tices of businessmen.’ 


Accounting has been able to adapt itself 
to any needs or to any demands made upon 
it. It can describe anything that takes place, 
1. R. J. Chambers, “Blueprint for a Theory 

of Accounting” The Australian Accoun- 
i Vol. 25, No. 9, September 1955, p. 
iv, 





2. George O. May, Financial Accounting, 
(New York: MeMillan, 1943) 
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and it can do so in financial or numerical 
terms. The devices by which this is done 
are developed as the necessity arises.’ 


Despite statements such as these, 
there must be a theoretical basis for 
accounting. Every methodology must 
be related to some conceptual structure. 
Underlying any logical action, there 
has to be some pattern of ideas serving 
as a frame of reference for operational 
content. The processes of measure- 
ment, for example, are tied to the 
member conventions, a standard unit 
expressing the quality to be measured, 
and certain agreed or accepted ways to 
apply the measuring unit to the data. 
As the meaurement process is applied 
to different circumstances and situa- 
tions the frame of reference may in- 
clude other ideas, so that the conditions 
to be dealt with are met. But there 
must be a common ground of ideas 
underlying the process, else it is of 
little real usefulness. The very es- 
sence of understanding in any field is 
to tie synthesised experience into an 
existing and enduring framework of 
ideas. We are able to evaluate new 
observations only by reference to an 
existing framework of theory. With- 
out integrating structures of this kind, 
procedures and experiments are sense- 
less rituals, research is fumbling in the 
dark, “knowledge” is myth and folk- 
lore, and progress is an empty passage 
of time! 





3. Maurice Peloubet, in Handbook of Ac- 
counting Theory (Morton Backer, ed.; 
New York: Prentice Hall, 1955) pp. 14- 
15. 
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The threads of logical theory are an 
inescapable part of accountancy, for 
they are needed to bind observations 
together into those simple generalisa- 
tions that we call “facts”. Facts are 
only interpretations, meaningful only 
because there is previous agreement on 
theory (conventional or otherwise) 
which establishes terminology and con- 
ceptions by means of which we com- 
municate. The fact of a disbursement 
is related to certain clearly defined 
ideas accepted as criteria to establish 
the concept of transferring money 
claims. Unless some such operation has 
been clearly established to fit the over- 
all framework of theory, there is no 
meaning to “disbursement”. The 
validity and acceptance of “facts” 
depend upon an adequate theoretical 
framework. 

Objectivity has no meaning, except 
in terms of an enlightened social con- 
sensus.® Data are objective when quali- 
fied observers agree as to the interpre- 
tations to be placed upon them. This 
implies a structure of ideas accepted as 
the basis for classification and organi- 


sation of the observations, the kind of 
interpretations made, or the problems 


encountered. Validity is established 
only by the repeated test of experi- 
ments aimed to assimilate or to dif- 
ferentiate new observations. When ob- 
servations are incompatible with the 
framework of existing theory, there 
must be either (1) error in the observa- 
tions, or (2) inadequacy in the theory. 
If repeated observations reveal no er- 
ror, then the theory must be altered. 
Such is the pattern of science and the 
nature of knowledge; any approach 
such as this must underlie any process 
that claims to be logical. However 
much it may be coloured by convention, 
evolved in error and tainted by ex- 
pediency, accounting has a theoretical 
basis which underlies whatever logic, 
objectivity, or consistency it may pos- 
sess. 





4. A. D. Ritchie, Scientific Method (New 
York: Harcourt Bruce & Co., 1923) p. 
156. 

5. Frank H. Knight, What is Truth in Eco- 
nomics, Journal of Political Economy, 
XLVIII No. 1, February 1940, p. 7. 


It may be objected that this suggests 
that theory follows practice, lagging 
behind sufticiently to allow rationalisa- 
tion of extant methods, even though 
they are not “really” acceptable. It 
may be argued that such a situation 
results in no real theory, since any- 
thing may be accepted “after the fact” 
by adjusting theory to fit what is done. 
It sometimes seems that theory appears 
ex post facto—an explanation designed 
to pacify those who object to new pro- 
cedures. This, however, is likely to 
happen only when we learn “the hard 
way” that improvements are needed to 
fit existing conditions. LIFo is a case 
in point. However one may insist that 
the rationalisation of LIFO is wrong, 
it must be admitted that the real prob- 
lem is the gap between accepted theory 
and existing conditions. A _ prior 
theory cannot be accepted when the 
observed data do not fit. Yet we do not 
change our theory easily—the persis- 
tence with which people cling to what 
they have believed is evident, even 
among accountants! 


When the data require some modifi- 
cation of theory, new theory is not just 
“waved” into existence. Theory must 
be received, weighed and tested, per- 
haps recast or discarded, before it is 
accepted by those who are qualified to 
use it. Only when there is substantial 
agreement that the restatement or revi- 
sion serves adequately to marshal what 
we think we “know”, does it become 
accepted. Thus theory grows slowly— 
even when it needs to grow most. 


Accounting theory, in the form 
described above, has been approached 
from three viewpoints; the proprietary, 
the entity, and the fund theory. We 
shall review the oldest one of these, 
the proprietary theory, first. 


Proprietary theory 

It seems agreed that there was not 
much theory underlying accounting 
prior to 1800. Indeed, accounting 
theory was almost unrecognised until 
after that date. One writer states: 

No theory of accounting was devised from 
the time of Paciolo down to the opening ° 


the nineteenth century. Suggestions of theory 
appear here and there, but not to the extent 
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FUND THEORY OF ACCOUNTING 
necessary to place accounting on a systematic 
basis. 


The practices of recording and present- 
ing accounting data were justified by 
rules covering individual situations; 
such explanations as were attempted 
were established by personalisations of 
accounts (Mr. Stock, or Mr. Cash), 
the identification of entries with notions 
of giver and receiver, or other devices 
of oversimplification and allegory. Not 
until the turn of the nineteenth century 
did writers begin to speculate on the 
real nature of double-entry procedure, 
and to recognise the notion of pro- 
ee as “the keystone of the 
arch’’. 


Thus the first recognition of account- 
ing theory in terms of a coherent struc- 
ture appears in the form of proprietary 
theory. The underlying notion of pro- 
prietary theory was that accounting 
served the interests of, and had to do 
with, the activities of the proprietor 
of a business. That is, the business 
ownership, as represented by proprie- 
torship capital, was the central idea in 
the structure. Assets in a business were 
the assets of the proprietor; debts were 
the debts of the proprietor, and the 
objective of enterprise was to increase 
the ownership interest, or the “net 
worth” of the proprietor.® 


_ Under proprietary theory, account- 
ing books and records were maintained, 
and financial reports were prepared, 
from the standpoint of the owner of 
the business; and the operations of the 
frm were assumed to revolve about, 
and to be adequately reported in, the 
measurement of profit or loss. Opera- 
tions were the proprietor’s operations 





6. Edward A. Peragallo, Origin and Evolu- 
tion of Double Entry Bookkeeping (New 
York: American Institute, 1938) p. 92. 

7. A. C. Littleton, Accounting Evolution to 
1900 (New York: American Institute, 
1933) pp. 165-6. 

. Curiously enough this term “net worth” 
is still prevalent in accounting practice, 
despite its obvious inaccuracy; account- 
ing cannot deal in worth, unless it is in 
essence a process of valuation, and most 
accountants would insist that the ap- 
praisal or assessment of values is beyond 
the province of accounting. 
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(or those carried on for his benefit) 
and the gain accruing to the proprietor 
was the basic figure in which the re- 
sults of operations were summarised. 

These conceptions fitted the facts of 
that time fairly well. The usual form 
of business organisation was the sole 
proprietorship or the similarly oriented 
partnerships and partnership associa- 
tions. Joint stock companies were few, 
and the modern concept of a corpora- 
tion was far from a recognisable stage 
in its evolution. The notion that profit 
was the prime mover of enterprise and 
the essential basis of measuring and 
reporting operations fitted the econo- 
mic and political philosophy of the 
times. Concepts of individualism, poli- 
tical and economic freedom of choice, 
democracy and economic self-interest 
were surging in the environment of the 
day. The physiocrats, Adam Smith, 
Ricardo and others, had brought mer- 
cantilism to the discard. The Ameri- 
can and French revolutions had started 
a wave of change in political thinking 
over the world, and the era of freedom 
for the individual had begun. 

In the typical business operation, 
the interests of owners were co-exten- 
sive with investment and withdrawal 
of capital; although various methods 
could be used to divide or appropriate 
profits, the personalities associated 
with the proprietary interest (indi- 
vidual, partnership, or even partner- 
ship associations) were generally 
identified with direct investment, par- 
ticipation in some part of management, 
and direct sharing without legal for- 
mality of the gains from the venture. 
Our modern legal rules still reflect this 
set of conditions in proprietorships and 
partnerships. A change in personnel 
among the owners of a partnership is 
generally viewed as terminating one 
enterprise and starting another. Death 
or insanity of any of the partners dis- 
solves the firm. Income from a pro- 
prietorship or a partnership is taxable 
as personal income, even though it may 
not have been—perhaps even cannot 
prudently be—reduced to the posses- 
sion of the owner or partner. Proprie- 
tary thinking still exists in the real 
world, and it still operates in account- 
ing. 
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Under proprietary theory, the func- 
tions of accounting were to measure 
profit and state the “net worth” of the 
owner; thus the reports and statements 
were prepared “for” the proprietor to 
include those data in which he was 
interested. The notion of a business 
firm or venture was subordinated to 
the pattern of owner-investment; the 
private and personal aspect of business 
operation dominated the scene of eco- 
nomic, financial, and accounting activi- 
ties. This stage of logical development 
and the pattern of theory it established 
for accounting persisted well into the 
last half of the century—more than a 
trace of it still remains even today. 
But the development of the corporate 
form of business created inadequacies 
in the theory, for the new conditions 
could not be made to fit the old pattern 
of ideas, 


The idea of profit which fits partner- 
ships and the proprietorships begins to 
break down when it is applied to a new 
kind of “owner” who may come and go 
merely by exchange of corporate 
shares. Investments of “owners”, once 
made directly in the firm and thus re- 
corded, are no longer transactions to 
which the corporation is a party; the 
corporation is not even informed (ex- 
cept indirectly, by market quotations) 
of the prices at which the shares are 
exchanged. Thus the measurement of 
profit becomes impossibly tedious, if 
the concept is applied to an individual 
stockholder. Since investment may oc- 
cur at any time, there is no way of 
fitting the record of operations to the 
measurement of the proprietor’s profit. 
And, even though it is possible to allo- 
cate the aggregate share-equities by 
averaging “per share’, the result does 
not tie in with the stockholder’s invest- 
ment. Shares are acquired in the 
securities market, where prices are 
established in terms of future outlook 
and a comparison of relative advan- 
tages and risks of different alternative 
investments. Any resemblance between 
the market values thus established and 
the “book value” per share would be 
a great coincidence, to be expected only 
as a matter of chance. Thus the pro- 
prietary theory breaks down; profit 
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and net worth in the proprietary sense 
simply do not fit the corporate situa- 
tion. 


This is made even clearer by the 
separation of the company from the 
stockholder in the requirement that 
profits be distributed only in the form 
of dividends, formally declared. Thus 
the profit of the corporate stockholders 
cannot be profit in the proprietary sense 
because the stockholder has no inm- 
mediate rights to profits except by the 
formality of dividend distribution. 
True, he has an ultimate equity to be 
satisfied at liquidation if not before; 
but this is a different thing from pro- 
prietary profit. 


Entity theory 


It is not too clear as to just when the 
inadequacies of proprietary theory be 
came evident. The joint stock company 
is not a modern invention. (The East 
India Company was formed in 1600, 
and the Bank of England in 1694), 
But it was not until after 1800 that 
companies had much significance. In 
1825 the total capital of all English 
companies was only £200 million. By 
1840, however, the Midland Railway 
had raised £5 million in a single issue. 
The right of an English company to 
sue and be sued was established in a 
case dated 1834; company registration 
and incorporation began in 1844, but 
limited liability was not clearly estab- 
lished as a feature of corporate organi- 
sation until 1855. The era of the 
modern corporation thus began about 
the middle of the nineteenth century; 
perhaps 1860 is as good a date as any 
to mark the beginnings of the transi- 
tion to corporate enterprise. 


But if 1860 is the date to mark the 
beginning of the corporate era, it does 
not represent the beginning of corres 
ponding accounting theory. As late as 
1918 writers were explaining the pro 
cesses and methods of accounting in 
terms of the same thinking as was pre 
sented a century before. 


Not until 1922 did Paton present 
clearly the entity notion, when he sug- 
gested “the conception of the business 
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enterprise as in all cases a distinct 
entity or personality’”’.® 

This approach took nearly twenty 
years more to be clarified and expanded 
into a reasonably consistent whole. 
Paton and Littleton’s Introduction to 
Corporate Accounting Standards de- 
veloped and summarised the entity 
viewpoint, pointing out that it had “be- 
cme almost axiomatic, that the busi- 
ness accounts and statements are those 
of the entity rather than those of the 
proprietor, partners, investors, or other 
parties or groups concerned.”?° 


However there were, and still are, 
difficulties with entity theory. The en- 
tity theory makes over the legal con- 
cept of the corporate person, and it 
places the corporation in the same posi- 
tion as the proprietor in the earlier 
pattern. In this process the entity 
theory endows the corporate notion 
with certain personal characteristics, 
with some confusing and awkward re- 
sults. For one thing the corporate per- 
son stands in the shoes of the proprie- 
tor, and corporate “income” is the 
measure of operations. The corporate 
person is thus the recipient of income. 
This is, however, somewhat awkward, 
for a corporation cannot enjoy income 
as such; all it can do is to retain the 
resulting assets to expand or enhance 
operations. The “income” is really in- 
come only to the shareholders, but they 
are allowed merely to have that part 
of corporate income which is distri- 
buted as dividends. The dividends are 
“income” to the shareholder, who is 
thus merely a beneficiary. Thus the 
corporate person stands between the 
operations and the real owners of the 
business, 


Personalisation of the corporate en- 
tity has sometimes yielded confusing 
aid awkward results. For instance, 
the underlying relationships of double 
entry bookkeeping are established, ac- 
cording to one writer, by the “separa- 
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Paton, Accounting Theory (New 
York: Ronald Press, 1922) p. iv. 


1. W. A. Paton and A. C. Littleton, Jntro- 
duction to Corporate Accounting Stan- 


dards (Chicago: American Accounting 
Association, 1940) p. 8. 


The Australian Accountant, March, 1956. 


tion of business properties from their 
actual owners by placing those proper- 
ties in the possession of an entity’. 
The personal aspects of entity thinking 
are used by Gilman’? to argue that 
“the entity as such is not concerned 
with measures of valuation, but sym- 
bolizes in terms of money various 
transactions reflecting a charge and dis- 
charge relation between the entity and 
the proprietor from the entity 
viewpoint, valuation at cost is natural.” 


The shifts between entity theory and 
proprietary theory are confusing and 
troublesome. As another writer has put 
it: 

Accounting principles, as frequently pre- 
sented, are not entirely consistent with either 
the entity or the representative (proprietary) 
viewpoint. While the accountant subscribes 
fundamentally to the entity theory, he ap- 
pears to shift to the representative theory 
when it suits his convenience.” 

Canning objected strenuously to the 
entity viewpoint; he wrote as follows: 

Imaginary entities have their proper place 
in the conceptual world of pure mathematics, 
but never in the statistical analysis of reali- 
ties ... To hang the whole exposition of a 
statistical analysis and synthesis upon a 
figure of speech is to run the risk of convey- 
ing a memory of the figure, instead of an 
understanding of reality.” 

The entity theory has weaknesses 
which arise from the extension of per- 
sonalistic thinking into the corporate 
sphere. Since entity theory depends 
upon the corporate person serving as 
a recipient for income, it applies only 
by strained implication to other forms 
of enterprise, such as the proprietor- 
ship and the partnership. Legally 
these have no status like that of a cor- 
porate unit, and “their” income has to 
be treated under proprietary theory. 
Thus confusion is made easy, unless 





11. Stephen Gilman, Accounting Concepts of 
Profit (New York: Ronald, 1939) p. 55. 
Warner Hord, “A Neglected Area of 
Accounting Valuation,” Accounting Re- 
view, XVII No. 4, October, 1942. p. 357. 

. Stephen Gilraan, op. cit., p. 55. 

. George R. Husband, “The Corporate 
Entity Fiction and Accounting Theory,” 
Accounting Review, XIII No. 3, Septem- 
ber, 1938, p. 242. 

. John B. Canning, Economics of Accoun- 
tancy (New York: Ronald Press, 1929) 
p. 55. 
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accounting theory is viewed as one 
thing for proprietorships and partner- 
ships, but something else for corporate 
units, 


But there are financial and economic 
operations that do not relate to the 
production of “income”. So called “‘non- 
profit” operations in government, social 
agencies such as churches, schools, 
hospitals and the like are excluded 
from any real position in an account- 
ing theory dominated by the concept 
of income of which the recipient must 
be a person, corporate or otherwise. 
Since eleemosynary and government 
agencies are not oriented to the pro- 
duction of financial income, it seems 
queer to report their operations in a 
statement of income or profit and loss. 
To put the same pattern of reporting 
thought into a “statement of revenue 
and expenditure” may either put ac- 
counting on a cash basis (with obvious 
theoretical and practical inadequacies), 
or it merely changes the name of the 
statement without changing its con- 
tent. 


The measure of profit has little rele- 
vance to an eleemosynary or govern- 
ment enterprise; but the absence of 
the profit motive does not bar the 
proper reporting of transactions. To 
argue against booking depreciation in 
non-profit institutions is wrong, simply 
because depreciation is an accounting 
transaction, regardless of whether the 
purpose of the firm is profit or some- 
thing else. If accounting theory can- 
not be consistent in dealing with trans- 
actions that exist in different enter- 
prises, then it is not a framework of 
ideas or a scheme of reference for clear 
thinking as it should be. To vary 
theory, as between slightly dissimilar 
(but not really different) transactions 
and conditions, is sophistry and confu- 
sion. Entity theory does not cover 
“non-profit” situations if it is limited 
to the measurement of income for a 
corporate recipient. And if it does not 
cover such situations, it is inadequate 
theory. However, the weaknesses of 
income as a basis for accounting mea- 
surements is less important than the 
changes in the socio-economic back- 
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ground over the past forty or fify 
years. These trends and conditioy 
indicate major forces at work, an 
basic issues at stake, with which » 
counting must deal. 


Trends affecting accounting 


In U.S.A., the pattern of economic 
legal, and political orientation ha 
shifted considerably since 1900. This 
is to some extent the result of mer 
growth, and a wider application ¢ 
ideas with which the corporate en 
began. But in some respects the de 


velopments have brought into play dif. 
ferent concepts and changed conditions, 
which have perceptible effects upon a 
counting standards and methods. 


Separation of ownership from manage 
ment 


The adoption of the corporate form 
of enterprise is a first —~ in this pro 
cess. The corporation is by its natur 
a device for centring the control an 
management of property. Originally 
intended as a device to channel the 
investments of a number of individual 
into an area or an operation of com 
mon interest, the corporate fom 
brought in its wake a delegation 
control to those who represented the 
owners. In the close-held corporation 
or proprietary company, the share 
holder still holds, no doubt, some voice 
in the management; he may atteni 
meetings; discuss and debate issues of 
policy with the other owners; exercis 
his rights to vote, to be informed, t 
participate in new ventures and expal- 
sions of the company. The growing 
corporation, however, soon outruns the 
pattern of shareholder-control. From 
the sheer size and complexity of the 
enterprise, the content of ownership is 
reduced, and the voice of a share 
holder is lost in the babble of hundreds 
of others. Unless his interest in the 
operations of the company is large, he 
has literally no voice in the manage 
ment, because the inertia of majority 
vote and the proxy system prevents 
him from even being heard. 


The existence of a ready market for 
corporate shares makes it easier to sell 
out and reinvest than it would be # 
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present his opinions and desires. The 
shareholder has neither the time nor 
the ability to familiarise himself with 
corporate affairs to such a level as to 
yote intelligently. The pre-emptive 
right to participate in new issues is 
contracted away or diluted; it often 
represents only another way to “declare 
one’s Own dividend” by selling the 
rights for what they are worth in the 
market. Corporate investments in sub- 
sidiary and affiliated companies can 
carry the scope of operations and finan- 
cial interests into foreign countries, 
different industries, various kinds of 
ancillary and projective operations 
which transcend the stockholder’s origi- 
nal idea (if he had one) of the opera- 
tion to which he devoted his invest- 
ment. There is nothing insidious or 
nefarious in any of this—all that is 
implied here is that the large corpora- 
tion is the logical consequence of a suc- 
cessful small company, and that this 
must inevitably bring about a new set 
of relations between the company and 
its shareholders. 


In this new set of relations, manage- 
ment is no longer identified with owner- 
ship; accounting in the proprietary 
sense becomes meaningless. The notion 
of the corporate person, so convenient 
in substituting the legal personality for 
the real proprietors, is itself vulner- 
able to progress. Accounting becomes 
a device for management’s reporting to 
shareholders; the corporate “person” 
evolves from a fictional legalism to a 
parliamentary ritual. Today corporate 
reports are often described as reports 
‘to the public” rather than reports to 
owners. 


Institutionalisation 

A business entity, thought of as a 
legal person, “does” many things that 
a proprietorship or a partnership can- 
nt do. But when management be- 
comes professionalised and separated 
from ownership, the acts of manage- 
ment and others may make a corpora- 
tion something more than a business. 
The corporate unit may extend beyond 
the lifetime, the interests, or the con- 
trol of any single individual or group 
of individuals. 
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As management becomes more and 
more separated from ownership, the 
pressures of other groups tend to exert 
themselves. Management becomes a 
clearing-house or an administrative 
agency, through which different inte- 
rests are bent together in a common 
effort. Various classes of stockholders, 
long and short term creditors, current 
suppliers of goods and services on open 
account, government and social control 
organisations, employees, customers, 
even competitors, have interests in the 
affairs of the corporate institution. It 
thus becomes a quasi-public organisa- 
tion like a university or a government 
body. As such, it may perform its eco- 
nomic functions as well or even better; 
but the relations between the company 
and the participating groups may 
change considerably. 


An extreme example is the mutual 
insurance company, whose owners are 
its customers, and whose managers are 
specialists and technicians imbued with 
public-benefit aspects of their work. 
Peter Drucker shows institutionalism 
at work in General Motors. But one 
need not look so far as International 
Telephone and Telegraph, or United 
States Steel Corporation, to observe 
institutionalism in action; any trade- 
association convention will show the 
process in operation, and any corpora- 
tion whose shares are widely held 
through listing on organised exchanges 
is well on its way toward institutionali- 
sation. 


No position is taken here as to the 
merits or demerits of this trend; it is 
sufficient to recognise it, whatever its 
import. But the situation lies far out- 
side the simple conception of the cor- 
poration as a business entity, the re- 
cipient of income. 


Financial structures 


The process of institutionalisation is 
visible not only in industrial affairs, 
but in the very processes of finance. 
Funds for carrying on business do not 
come from the direct interest of an 
individual in placing his savings into 





15. Peter Drucker, Concept of the Corpora- 
tion, 
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some investment. Rather they are ac- 
cumulated through banks or invest- 
ment companies, and the funds are in- 
vested on institutional bases. Typical 
patterns of corporate finance have come 
to include loans of moderate maturity 
emanating from banks and insurance 
companies. How much of this arises 
from the drying-up of the equity- 
capital supply or, indirectly, from the 
income tax treatment of interest as 
compared with dividends, is not for us 
to ponder here. The fact is that capital 
is raised in present day circumstances 
by indirect routes of financing; direct 
subscription of capital by shareholder 
solicitation is not the typical pattern of 
finance. 

The newest venture in this direction 
is the investment company. In its flex- 
ible form, this becomes a general fund 
of investment capital made available to 
business on an institutional basis, by 
means of a discretionary investment 
portfolio operated to a large degree by 
purchase and sale of shares in orga- 
nised markets. 

Financing of business is tending more 
and more towards two sources—insti- 
tutional debt!* and retained earnings. 
Thus, the emphasis upon growth, the 
“ploughing back of earnings” and the 
structure of the financial markets have 
changed the scope and the operations 
of the corporate enterprise. 

The separation of ownership from 
management, the institutionalisation of 
enterprise, and the patterns of financ- 
ing, all indicate a swing away from the 
simple notion of the corporate person 
as a substitute for the proprietor of a 
century ago. The pressures of competi- 
tion, the growth of social and govern- 
ment control and other forces tend to 
make the business unit a vastly diffe- 
rent thing from what was thought of 
even fifty years ago. These trends call 
for a re-examination, perhaps a re- 
orientation of accounting theory. 

However, there is need to consider in 


16. It should be noted that “institutional” 
debt tends to be refunded rather than 
repaid. and that maturities, interest rates 
and call provisions are desiened more to 
take advantage of market shifts than to 
establish a single contract of debt and its 
repayment. 





detail the weaknesses of the income 
concept as applied to corporate report. 
ing. The limitations of income-report. 
ing are a real reason for reorganisation 
of theory around some more generalised 
and more statistical set of concepts 
that can deal with the conditions and 
trends described above. 


Weaknesses of the income concept 

The entity view of corporate income 
is an abstraction born out of necessity; 
it relies upon the fiction of the cor. 
porate person to provide a recipient for 
income; the position of the shareholder 
is presumably outside the area of at- 
tention. This is necessary, because 
there is no way to make corporate in- 
come meaningful to the shareholder, 

Corporate income is something from 
which the corporate shareholder is sup- 
posed to benefit. Yet he cannot be said 
to be any better off because of the 
corporate gains; he cannot make any 
decision about these amounts, except 
indirectly in his vote or proxy to select 
directors. The shareholder cannot con- 
sume the corporate income except 
through dividend receipts; he is not 
taxed for his share of corporate in- 
come; his gains from the corporate 
operations appear in only two ways: 
(1) through dividends received in cash, 
and (2) through whatever capital ap 
preciation may appear in the market 
value of his shares over time. Even 
these two effects are not clearly income, 
in view of some of the problems of 
dealing with the change in price levels. 
Sometimes dividends are at least in 
part a return of capital; market ap 
preciation in many cases reflects more 
the general rise in prices and its carry- 
over into the security market. The 
meaning of corporate income is, for 
the shareholder, somewhat vague and 
indefinite. 

More important to the investor than 
the income data are items having to 
do with new ventures, expansion 0 
modernisation of existing facilities, 
shifts in the financial structure 
financial arrangements with out 
siders.17 These really important data 





17. See What People Want to Know about 
Your Company (New York: Controller 
ship Foundation, 1949). 
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are often buried in the massing of 
figures in the income statement or are 
reflected only in balance sheet changes 
that are at best not too easily inter- 
preted. Entity income is _ neither 
synonymous with investor income, nor 
can calculations of entity income be 
readily translated into meaningful data 
for the investor, so far as the orthodox 
form of income report is concerned. 


As a measure of managerial achieve- 
ment, entity income as ordinarily com- 
puted leaves much to be desired. It is 
true that the effects of most managerial 
decisions will, at some time and in 
some way, appear in the corporate in- 
come statement, But these effects are 
distributed through time, and can 
seldom be traced one by one into the 
fnal result. The attempt to be objec- 
tive in the continuity of corporate re- 
porting necessarily clouds the issue. 
Many a wise managerial decision to 
locate a plant, develop a product, or 
arrange finance is not reflected in in- 
come until years after the decision is 
made. Often the effects of various 
decisions are so mingled in a given in- 


come statement that the only result is 
an average of unknown weighting and 
therefore of dubious significance. Often 
the effects of uncontrollable factors— 
technological progress, shifts in mar- 


kets, actions of competitors—are such 
as to cover up the effects of managerial 
efforts. Entity income is far too crude 
and too vague a measure to serve as 
an appraisal of managerial efficiency 
or as a guide for managerial decision. 


Income is confused with other con- 
cepts. It is taken as a measure of the 
company’s ability to pay higher wages, 
to pay larger taxes, or to absorb future 
losses. It is a source of financing and 
a measure of growth. It means one 
thing to creditors and another to com- 
petitors and something else again to 
the general public. When income is 
“retained”, the way in which it is em- 
Ployed and the manner of its invest- 
Ment cannot be traced. All that can 

seen is a “general reserve”. Profits 
have been “ploughed back” (perhaps 
it is more correct to say ploughed 
under) into some phase of operations, 
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finanee, or investment, but no account- 
ing is ever made that shows how and 
to what extent the ploughed back profits 
are invested in various sections of the 
business. There ought to be some way 
of tracing and reporting on the uses 
to which retained earnings are put. 


But the difficulties with income deter- 
mination carry over into measurement 
operations. There are quite a few 
transactions or items which are diffi- 
cult to assign specifically to a given 
accounting period, yet these items may 
be quite large in relation to the other- 
wise reported corporate income. Ex- 
penditures for research and develop- 
ment, amortisation of patents, lease- 
holds and the like, corrections for de- 
preciation or obsolescence on the re- 
tirement or replacement of fixed assets, 
are typical items. A good many invest- 
ment and financing transactions are 
difficult to measure in terms of periodic 
income. The purchase of company 
shares in the market for investment 
may give rise to equities in that com- 
pany later liquidated by dividends; it 
is not clear as to how dividends may be 
separated between those which arise 
from subsequent earnings and those 
which represent distributions of equi- 
ties existing when the shares were ac- 
quired. If the shares are disposed of 
later, it is not easy to measure the 
“profit” in terms of periodic income, 
and the usual approach is to report the 
gain as applicable to the period in 
which the shares are sold. Yet the 
“gain” may be undistributed profits 
from part or all of the years during 
which the investment was held. Or, 
the gain may be due to a chanze in the 
general price-level, or a specific shift 
of future expectations in the market 
which changes the relative value of 
the particular shares in question. The 
“gain” is a complex of a number of 
factors, any one of which is difficult to 
assign with confidence to a particular 
year or other short period. 


In addition to these items, there are 
issues in distinguishing expenses (de- 
terminants of income) and income dis- 
tributions. Interest on bonds, mort- 
gages and notes has traditionally been 
viewed as a cost, assignable to periods 
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in determination of income. Under pro- 
prietary theory this would be correct; 
under entity theory, it would seem that 
interest is a distribution of income. 
But, however that may be, dividends 
on common shares are clearly regarded 
as distributions, not determinants of 
income. Where the line is drawn be- 
tween these two kinds of transactions 
is not clear. For example, some pre- 
ferred stocks are difficult to distinguish 
from certain kinds of debenture bonds. 
The measurements to be made, and the 
ways in which those things are to be 
reported, are not settled; the income 
concept is vague in this area. 


Taxation of income raises other 
problems in this category. Not only 
does the legal basis for taxation result 
in a different concept of income from 
that derived from conventional proce- 
dures, but the very nature of income 
taxation is not definite. There are de- 
batable issues in the computation of 
taxes, and these will make income after 
taxation less sharp as a matter of mea- 
surement; but worse, there are timing 
problems in the tax effect, quite inde- 
pendent of problems of measurement. 
A cost deductible for tax purposes in 
one period may apply to conventional 
income in another. Revenue taxed in 
one period may be conventionally ap- 
plicable to another. It is quite possible 
that taxes legally paid for a given year 
may be paid in advance from the view- 
point of conventional income; it is also 
possible that “liability” for taxes may 
relate to income which, by legal cri- 
teria, will not arise until a subsequent 
period. 


In addition, there is the further ques- 
tion of whether “income” is what is 
left after taxes, or whether taxes are 
distributions of income to government 
as a participant in the enterprise. The 
question of the scope and meaning of 
income is a complex one, to say the 
least. Under some conditions it may 
well be necessary to specify the income 
—— applicable to the situation at 

and. 


Such a Protean concept as that of 
income ought really to be treated with 
more care by accountants. The least 


120 


that can be done is to make clear ip 
the operating report the nature of the 
items so that easily, directly and pre 
cisely measured transactions may be 
separated from those that are vague 
and difficult to assign and to measure, 
It would be better if we could somehow 
escape that unfortunate arrangement 
of the income statement which forces 
every item into a line of inexorable 
movement toward a single, final, and 
rigid-looking net income figure. A good 
many writers and associations have on 
occasion deplored the over-emphasis 
upon the single-year “net income” 
figure. Perhaps the concept of income, 
not the measurement of it, is vague. 
There are different ways to put to 
gether the operating data for the year, 
and the conventional income statement 
does not recognise this. The existence 
of other arrangements of data is really 
obscured and prevented by the facet 
that the income statement must sepa- 
rate every cost and receipt transaction 
on the criterion of income determina- 
tion, which involves concepts of “reali- 
sation”, “matching” and other highly 
abstract and often indefinite ideas.” 


More important than any of these 
things, however, the over-emphasis 
upon income-reporting tends to obscure 
certain highly important data concern- 
ing financing transactions—(in the 
language of the economist, “fund- 
flows”) within and about the enter- 
prise. The so-called “application of 
funds statement” recognises this, and 
is therefore a valuable adjunct to the 
income statement as a report of opera- 
tions. But reporting practice has only 
recently begun to recognise the impor- 
tance of the fund statement, without 
really giving it adequate attention. The 
fund statement is, as we shall see, 4 
reflection of the fund theory; it is use 
ful under extant procedures and condi- 
tions to report operating transactions 
that cannot get into the conventional 
income statement. Only a few Ameri- 
can companies publish fund statements, 


— 





18. This deserves amplification which spat 
does not permit here. Chapters II and 
III of The Fund Theory of Accounting 
(Chicago, University of Chicago Press, 
1947) deal with these issues. 
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FUND THEORY OF ACCOUNTING 


put their number is increasing. The 
attitudes of practising accountants to- 
wards the fund statement are mixtures 
of misunderstanding and indifference 
for the most part, but this is changing. 
Generally, the fund statement is viewed 
as a “management” report, used princi- 
pally to explain why the net income 
figure is not reflected in cash or work- 
ing capital position. However, the point 
to be made here is that the statement 
of income is not a complete report of 
operations for the period. The exis- 
tence and increasing use of the “state- 
ment of application of funds” is evi- 
dence that there are certain kinds of 
operating transactions not reported in 
the conventional mould of “net income 
for the year”. 

The personalistic emphasis of pro- 
prietary theory, the carry-over of that 
personalism into entity theory, the 
trends in economic, legal and financial 
development of the past fifty years, 
and the inadequacies and complexities 
of income-reporting set the stage for 
a re-alignment of accounting thought. 
Fund theory offers a means of dealing 
with this situation, to provide a 
broader, more consistent and more use- 
ful basis for accounting procedures and 
reports. 


Tenets of fund theory 


Fund theory is no new invention, nor 
is it merely a restatement of some as- 
pects of accounting thought to patch 
up the deficiencies, weaknesses, and 
problems which have been mentioned. 
lt is a structure that has been applied 
fr a long time to accounting for 
governments and institutions; it has 
been applied to some extent even in 
business situations.}® 


The advantage in applying fund 
theory to the general problem of ac- 
counting for commercial, manufactur- 
Ing and other business enterprises is 
that there would be a single, unified 
theory underlying all accounting. As 
matters now stand, there are two 
theoretical structures—one for profit- 
making and another for non-profit in- 


19, Ser Theory, op cit.. Chanter IV, pp. 
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stitutions. There is no advantage in 
two such separate sets of theory; 
rather, if theory is to be really useful 
it should encompass the entire range 
of accounting problems. If the over- 
emphasis upon income in conventional 
thought could be reduced it would be 
possible to apply fund theory to busi- 
ness accounting with beneficial and use- 
ful results. To show this, it is proposed 
first to restate the primary and basic 
tenets of fund theory, and then to illus- 
trate the kind of an operating report 
that could result from applying those 
ideas to the typical manufacturing com- 
pany. 


1. The unit of accounting in fund 
theory is not the interest of a proprie- 
tor, nor is it a business entity in the 
sense of a complete enterprise. Rather, 
it is a collection of assets, equities and 
financial operations having to do with 
some particular function or purpose. 
Thus a “fund” is really an area of 
interest, a recognised and distinguish- 
able set of activities, a centre of finan- 
cial or managerial interest. A library, 
a bridge, an issue of municipal bonds 
or a retirement plan might be a fund 
in institutional or government account- 
ing. In business, a consolidated balance 
sheet and income statement, a depart- 
mental report, or a plan for the retire- 
ment of debt could be viewed as sepa- 
rate accounting units or funds. 


2. Accounting is a special kind of 
statistical method which attempts to 
measure and present financial informa- 
tion concerning a given fund or group 
of funds. It is admitted that facts may 
have various uses, and that the data 
to be presented in financial reports 
should be broadly descriptive summa- 
ries to portray objectively the entire 
set of transactions that have occurred, 
as far as that is possible. Such data 
should be presented in such a way as 
to permit their use in whatever way 
may be desired. Persons and personal 
rights are related to accounting only 
as statistical descriptions of financial 
transactions, as they appear within a 
given fund. Alternative measures and 
supplementary data are important, and 
should be included in the accounting 
reports for such use as may be desired. 
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3. Valuation as such is not exclu- 
sively an accounting matter, and fund 
theory takes no position in this area. 
Rather, the basis of cost (fundamental 
to the historical phase of financial re- 
porting) should be supplemented by 
other bases so long as those measures 
have sufficient objectivity to convey 
meaning and to reflect reasonable judg- 
ments. 


4. Assets are neither physical things 
nor financial phenomena but are econo- 
mic service potentials. They draw their 
existence and their meaning from the 
nature of the fund unit. 


5. Equities are restrictions against, 
or reservations that apply to the opera- 
tions carried on which affect the assets 
in a fund. Equities may arise from 
legal, equitable, economic, or even 
managerial considerations. There is 
rarely any relation between specific as- 
sets and specific equities, except that 
the notion of residual equity applies 
to any and all assets in a fund, except 


for specific restrictions set up for inj. 
cated reasons. 


6. Revenue is the appearance of ney 
assets within a fund unaccompanied by 
any specific equity restriction. Usually 
this means compensation received or 
expected for the service or product of 
the fund operations. 


7. Expense is the outward flow of 
services to interested or non-intereste 
parties, with or without compensation, 
It represents the accomplishment 
(partial or complete) of the purpose 
of operations which may be covered by 
revenue, investment or other additions 
to fund assets. Expense may take the 
form of tangible goods, services, or 
mere benefits transferred in some mes- 
surable amount. 


8. Fund theory has no concept of 
income because there is no recipient 
for such gains or sufferer of losses. 
The activities of the fund may result 
in increased residual-equity or “fund 
equity”, but this is income only in part, 
and from certain viewpoints. Income 


MYTHICAL CORPORATION 


Consolidated Report of Fund Operations, Year ended December, 31st 19 
(Details of Changes in Net Residual Equities, Fund Balance Sheets) 


Cash and Bank 


FINANCING TRANSACTIONS 


Increase | Decrease 


Receipts: 
Collections 
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nterest Ss 


Issued 
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Materials, Supplies and Mis- 
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£26,039 


£142 


£25,897 


General Fund Other Funds 
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£24,065 


£23,173 £24,065 


£892 
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*Detail in typical supporting schedule. 


may be computed for various purposes 
by using the data reported from fund 
erations. But the concept of income 
is not essential to, nor should it be em- 
Dhasised in, financial reports. 

These basic tenets of fund theory may 
ve applied to the typical business enter- 
rise as they are to institutional and 
government activities. The statements 
of operations could be prepared and 
presented for any one fund separately, 
& combined in a columnar presenta- 
ton in which all the transactions over 
‘number of funds would be shown 
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Decrease 


General Fund Other Funds 


Increase | Decrease | Increase | Decrease 


£418 £418 


52 52 
141 141 


£25,742 £24,586 


£1,156 
£264 


together. The illustrative report of 
the Mythical Corporation will serve to 
indicate the results of such an applica- 
tion. 

In this exhibit, there are three funds 
set up, but there could be as many as 
desired. In fact, the data shown as 
“other funds” are the transactions of 
an investment fund, a sinking fund, 
and a capital fund which would include 
the long term assets (plant, equipment, 
leaseholds, etc.) and the long term 
financing (debentures, preference and 
ordinary shares) of the company. In 
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each fund, however, there is a residual 
equity—the excess of assets over speci- 
fically recognised equities. Each fund 
equity would parallel for that fund the 
“surplus” or “unexpended balance” of 
a government balance sheet. This is 
not a debt, nor an accumulation of 
earnings, but the amount of assets, 
over and above specified restrictions, 
available for the purposes of the fund. 
Thus the item to reconcile the balance 
sheet of the fund with the report of 
operations is the net change in the 
fund-equity. 

The operating report is shown here 
in two major parts: a “financing” sec- 
tion, and a “valuation and adjust- 
ments” section. This separates specifi- 
cally measured monetary transactions 
from those which involve indirect mea- 
surements or estimates, and shows aill 
inter-fund transfers that would ap- 
pear in the statement of application of 
funds, plus major classes of cash re- 
cepits and disbursements; it also pre- 
sents all the data that would ordinarily 
appear in a conventional income state- 
ment, plus additional data on price- 
level adjustments, provisions for nor- 
mal maintenance and repairs, and other 
data which in conventional patterns 
cannot be put into a calculation of in- 
come. Indeed, this report has been set 
up to show both the expenditures and 
the normalised estimate of repairs and 
maintenance, both realised and un- 
realised appreciation, depreciation on 
cost as well as at appraisal values, both 
dividends received and the _ undis- 
tributed equity in subsidiary com- 
panies. In other words, this method of 
reporting permits the presentation of 
data that must now be excluded (or 
treated as footnotes and supplementary 
comments) because income can now be 
computed in only one way. The data 
presented here can be used to compute 
several different kinds of income, be- 
cause they show the various kinds and 
interpretations of data that can be used 
for various purposes. 


This report emphasises transactions 
as transactions, and reports economic 
phenomena now unavailable. The effect 
on various phases of operations may he 
seen in interfund financing as well as 
transfers of resources in non-cash 
forms. The fund-equity is specified in 
terms of activity areas within the firm, 
and changes therein show the ebb and 
flow of activity, the transfers of em. 
phasis and the effects of economic 
forces in much more detail than can 
be seen in conventional reports. 


Summary and conclusion 


Accounting is not a static operation; 
the ideas as well as the activities of 
accountants change more or less rapidly 
as conditions change. This is merely a 
special phase of the general pattern of 
science which is that theory is the 
frame of reference against which data 
are interpreted. When conditions out 
run the ability of existing theory to ex- 
plain, interpret or correlate data in 
satisfying ways, theory must be revised 
to fit those conditions which must he 
met. 


Accounting theory needs such a re 
orientation because of the inadequacies 
of older patterns, and because modem 
reporting has been made more complex 
because of economic, social and politi- 
cal change. One way of approaching 
the need for re-orientation is to apply 
fund theory to the problem. There are 
substantial improvements in reporting 
that can be effected by the use of the 
fund theory approach. 


Of course, no theory is ever settled 
for all time. Refinements, alterations, 
or adaptions are to be expected. There 
is no reason to accept or to employ 4 
theoretical pattern unless it performs 4 
useful function. Those who use theory 
in meeting the problems of practice are 
the arbiters and judges. There is ret 
son to believe, however, that fund 
theory may open the way to an im- 
provement in accounting thought and 
practice which is long overdue. 
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LONDON LETTER 


By our London Correspondent 


New Year thoughts are rightly of the 
hopeful order: editorials in the press 
reflect that human mood, but neverthe- 
less must point to the realistic. In 
January 1956, realism has certainly 
predominated. In particular The Times 
delivered itself of a decidedly strong 
lader, and indeed had not far to look 
for the objects of its disapprobation: 
it said plainly many things which 
needed proclaiming. The main pre- 
oeeupation in U.K. affairs is the per- 
sistence of inflation. With perhaps an 
ample rhetorical flourish, The Times 
declared : 


Inflation has almost passed from being 
regarded as a necessary evil to being consi- 
dered necessary without being thought evil. 


The leader went on to rail against huge 
wage increases granted and pending, 
the mischief of jobs chasing men be- 
cause some men are semi-idle in jobs, 
restrictive practices on both sides of 
industry, easy profits, unimaginative 
management, Robin Hood taxation of 
the middle and professional classes and 
much else. Yet the problem of inflation 
has properly received wide publicity in 
the daily and serious periodical press, 
& well as on the part of the city edi- 
rs; and in political circles there has 
been full employment in discussing the 
subject. Inevitably there is a variety of 
ews on how to restore balance in the 
tation’s economy: what may be desir- 
thle on economic grounds is not always 
practical politics. 


A major and objective contribution to 
the discussion, published in The Times 
Review of Industry (December, 1955), 
tas been made by the London and Cam- 
tridge Economic Service. This Ser- 
"ee is provided by an authoritative 
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editorial committee consisting of mem- 
bers of the Faculty of Economics at 
the University of Cambridge and of 
the London School of Economics. A 
wide review of the factors involved is 
covered in seven articles by individual 
economists, buttressed by relevant and 
understandable tables; and by the regu- 
lar feature of more comprehensive 
tables for U.K. under different head- 
ings from the year 1913, with an index 
of industrial production based on the 
year 1948. Professor E. A. G. Robin- 
son (Cambridge) has dealt with “The 
Underlying Causes of the Autumn 
Crisis” and Professor F. W. Paish 
(London) with “Saving, Investment 
and the Budget”, to both of whom these 
notes are indebted. 


The articles present lucid explana- 
tions of the extent and causes of the 
present inflation and endeavour to co- 
ordinate the factors into a coherent 
whole. But the nature of the subject 
amply illustrates the late General 
Smuts’ philosophy of “holism”, that 
there is a general tendency for wholes 
to be greater than the sum of their 
parts. The authority of the articles is 
enhanced by the fact that they proceed 
to conclusions, based on a review of 
the facts and on possible expectations 
in the first quarter of 1956. Undog- 
matically Professor Robinson suggests 
that if present steps should prove in- 
adequate to the magnitude of the prob- 
lem, something might be done to deal 
with the volume of imports. This how- 
ever could be administratively difficult, 
since the machinery of control has been 
dismantled; and the repercussion on 
exports might well be distinctly un- 
favourable. The question arises, do 
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we want to re-institute controls? In 
the view of Professor Paish total fixed 
investment seems to have expanded to 
the point where the inadequacy of re- 
sources for foreign investment has 
brought a recurrence of balance of 
payments difficulties. 


The main manifestations of inflation 
are to be found in the serious fall in 
the gold reserves, in the too large trade 
gap between exports and imports 
(mainly through excess of imports) 
and the state of the balance of pay- 
ments—all for the year 1955. Perhaps 
more apparent, whether as causes or 
effects, are the heavy expenditure by 
the Government and local authorities, 
high consumers’ expenditure, the 
serious rise in the cost-of-living, over- 
full employment and continuous wage 
pressure (both by trade unions and by 
employers competing for labour), in- 
creases in the profits of companies, and 
the erstwhile boom on the stock ex- 
change, which has now moderated. 


Paradoxically, these internal manifesta- 
tions exist in an atmosphere of ap- 
parent prosperity—albeit tempered by 


the rise in prices and some uncertainty 
as to the immediate future. 


Professor Robinson draws attention 
to two not independent aspects of infla- 
tion: (a) excessive demands on re- 
sources; (b) demands for increases in 
wages, salaries and other incomes with 
a consequential and unfortunately all- 
too-familiar cost-wages spiral. He 
thinks that too much was left to be 
done in too little time by the operation 
of interest rates, and that there was 
too little restraint on direct consump- 
tion. Recent policy seems to have been 
least effective in curbing cost inflation. 


With so many interrelated factors, 
it is difficult to pin-point one or two 
of them as the major causes or as the 
stimulants of inflation. But there can 
be little doubt that in the state of the 
economy in 1955, capital formation 
over-reached itself. Previously, under 
the pressure of social necessity, there 
had been a Government drive for hous- 
ing, whether by local authorities or by 
private enterprise. If now abated some- 
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what, a large unfulfilled programm 
remains, although of lesser dimension 
than hitherto. The nationalised indy 
tries carried out, and were continuing, 
schemes of expansion and had enop. 
mous overdrafts at the banks. At the 
end of 1954 and beginning of 1955, 
there were superimposed in the indus 
trial sector large plans and work for 
industrial buildings and plant, @ 
couraged by the capital allowances f 
taxation purposes previously appr 
by Parliament. Taken by itself, this 
could hardly be a ground for criticism, 
since in relation to increased produce 
tion and to exports, there was grouni 
for believing that expansion and rm 
equipment had been too slow. But 
whether expansion on the scale of 195 
was anticipated or was economically 
tolerable, is another matter. Housing, 
plus industrial expansion, plus Govern 
ment capital expenditure, set up ip 
creasing momentum in an already ful 
economy, with effects in finance and 
materials and especially producing 
over-full employment; as a conse 
quence, a further lift to consumers’ ex- 
penditure followed. 


To go back to the autumn of 1954, 
already informed opinions were heard 
that the situation needed watching, if 
not some checks. The policy of the 
Government was to rely on monetary 
measures rather than physical controls; 
that policy had previously proved suc 
cessful in 1951-52, subsequent to a long 
period during which the monetary 
method had almost fallen into desue 
tude in favour of fiscal means. 


While it would be more pleasant t 
write in a less difficult situation, the 
course of events from the autumn of 
1954 to the present time provides a 
interesting review of the working of 
monetary control (and perhaps it 
limitations) under modern conditions 
of economic expansion. Broadly the 
bank rate, fixed by the Bank of Eng 
land in consultation with the Treasury 
(although officially the responsibility 
is with the Bank of England), sets the 
standard for all other rates of interest. 
The first step taken was an increase 2 
the Bank Rate from 8 to 34% 0 
January, 1955. Such little effect did 
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this change produce that in February 
the rate was raised to 44% at which 
it now stands. In April, 1955, the 
Chancellor of the Exchequer had a 
large realised financial surplus, and, 
anticipating a substantial financial 
srplus for 1955-56 in his Budget, he 
reduced the standard rate of income 
tax by 6d. to 8s. 6d. in the pound. The 
general tone of his views on the out- 
lok was mildly favourable. Some have 
criticised the reduction in income tax 
as increasing purchasing power in an 
inflationary atmosphere: but income 
tax at 9s. in the pound was a grievous 
rate in peace time, and some relief to 
taxpayers seemed overdue. 


Pressure was put on the nationalised 
industries to reduce their commitments 
tothe banks, which in part was effected 
by issues of stock in the market at— 
for the Government—uncomfortably 
high rates of interest. By Government 
decision, hire purchase terms were 
made more onerous in the hope of re- 
ducing pressure of demand. The situa- 
tion, however, did not improve suffi- 
tently quickly, and after the dis- 
turbance of the general election, the 
banks at the end of June made a public 
amouncement that they were obliged 
to curtail credit, having regard to the 
inreasing aggregate of advances (the 
nationalised industries were still re- 
sponsible for a large proportion of the 
aggregate). 

In July there was a loss of gold, the 
export-import visible balance was run- 
ting badly and on the stock exchange 
the price index of equities reached an 
il-high. The Chancellor of the Ex- 
chequer then made a definite statement 
of his desire for “a positive and signifi- 
tant reduction” in bank advances: 
this operation with other steps taken 
has become known as “the credit 





1. Since our correspondent wrote in Janu- 
ary, the bank rate has been raised by a 
further 1 per cent. Other action taken has 
included a modification of the investment 


allowance to industry; stricter contro] over 
purchase and capital issues; reduced 
and milk subsidies; and curtailment 


of Government spending, investment by 
tationalised industries and local authority 


projects. 
Editor, A. A. 
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squeeze” and is likely to continue well 
into 1956. But the most dramatic step 
—although that can scarcely be said 
of its contents—was the unusual sup- 
plementary autumn Budget. Purchase 
tax was increased (to reduce the pres- 
sure of consumer demand) and the 
rate of distributed profits tax on com- 
panies was raised (to discourage in- 
creases in dividends). Local authori- 
ties were given positive notice to go to 
the market for loans, rather than to 
the Public Works Loan Board (a 
Government agency which made such 
loans on favourable terms) which was 
now enjoined to use market rates. 
Housing subsidies as regards houses 
subsequently built were not to be paid 
by the Government as hitherto. The 
reactions to the purchase tax increases 
have been distinctly unfavourable for, 
as the increases are reflected in retail 
prices, they have been the occasion for 
demands for rounds of wage increases 
by the trade unions. Several claims are 
still pending and are the cause of some 
anxiety lest they react unfavourably on 
the disinflationary measures taken by 
the Government and the banks. 


There is general admission that the 
results so far of seeking disinflation 
through the changes in monetary 
policy, operative during 1955, have 
been disappointing, certainly very slow. 
Among the explanations offered are: 
(1) the Government, local authorities 
and nationalised industries are respons- 
ible for a large proportion of capital 
expenditure; (2) in reducing credit 
relative to large capital construction 
and equipment already proceeding or 
approved, there is a considerable time 
lag before retardation manifests itself 
substantially and resources are re- 
leased (industrial building plans and 
machine tools approved in the late 
months of 1954 and in the earlier part 
of 1955 were very heavy); (3) the 
raising of the bank rate and the credit 
squeeze were commenced too late, and 
the bank rate has not been used suffi- 
ciently vigorously; (4) the deterrent 
effects of higher interest charges on 
borrowers are blunted in inflationary 
conditions and do not lead in the short- 
run to a sufficiently significant reduc- 
tion in stocks (many imported) or in 
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consumer demand; (5) in 1952 it was 
obvious to all that the situation was 
bad; people took seriously the monetary 
measures then applied to correct (suc- 
cessfully) the inflationary situation, 
aided as they were by a fall in the 
price of imports and by a phenomenal 
increase in small savings between 1952 
and 1954; in 1955 people wondered if 
the Government was able or really de- 
termined to stop inflation, and they 
acted accordingly, e.g., wage claims, 
high profits, a continuance of the boom 
on the stock exchange. 


But this much must be said. In 1955 
total real savings (corporate and per- 
sonal) as a proportion of the national 
income increased; also, exports rose. 
But these increases were insufficient 
to match the heavy capital formation 
and the formidable increase in im- 
ports. What is disconcerting is that 
one or two writers have asked whether 
the main objects of policy—full em- 
ployment, the welfare state, economic 
freedom and the protection of sterling 
—are attainable at one and the same 
time. To believe that would surely be 
defeatism: a way must be found. 


In theory Government expenditure 
covered by taxation is not inflationary 
in character, although at a high level 
it is apt to set the pace. In his annual 
speech (January, 1956) to stockholders 
and to a wider audience, Mr. Anthony 
Tuke, chairman of Barclay’s Bank, 
pointed critically to the Government’s 
April Budget figure of £436 million 
for capital expenditure, to be financed 
by borrowing, as a primary source of 
inflation. Mr. D. J. Robarts, chairman 
of the National Provincial Bank, indi- 
cated that, following a sound tradition, 
the banks had responded to the policy 
of the Government of the day. This 
called for tact and ingenuity in cur- 
tailing, reluctantly, facilities to good 
customers. Still it is not unfair to sug- 
gest that the previous high level of 
bank advances had brought some grist 
to the inflationary mill, concurrently 
with, and in a degree attributable to, 
excessive Government expenditure. 
Add for good measure pressure for 
higher wages, and it is not surprising 
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that the city editor of The Times wu 
moved to write in carefully chose 
language: 

Not a few people must wonder whethe 
the present readiness to place the heart of 
the problem anywhere else in the body cor. 
porate than in that with which the particula 
speaker is identified, can itself be altogether 
free from risk. 

Sir Oscar Hobson, a highly regarded 
city editor, more pungently described 
the process as “passing the buck”. 


At the beginning of the year 1956 
there are fortunately some overt signs 
that the policy pursued is taking effect, 
The sterling-dollar exchange has im 
proved, bank advances have fallen con 
siderably since last July, there is a les 
exuberant stock exchange, a record 
week for national (small) savings and 
an unusually large return of notes to 
the banks after Christmas spending. 
Quite independently some firms have 
announced their intention not to raise 
prices in the immediate future—- 
movement which has been taken up by 
the influential Federation of British 
Industries. It is believed that some of 
the newer capital construction and 
equipment is or will shortly be adding 
to production and particularly for ex 
ports (if prices of the goods are suff- 
ciently competitive). A less propitious, 
but it is hoped temporary, event is 
short-time in a large motor works; and 
the deficits in the balance of imports 
over exports for the fourth quarter of 
1955 and for December were serious. 


As the bank chairmen make their 
annual speeches, the question of 
Government expenditure seems to have 
come to the front, whilst the Prime 
Minister has pledged the Government 
to the closest scrutiny of the coming 
Estimates, and claimed from industry 
priority of reduction in prices ove 
profits and dividends, and from the 
trade unions restraint. 


The next few months, it is hoped, 
may bring some relief in the infla 
tionary situation; and in April the 
nation will await with expectant inte 
rest the Budget proposals of the new 
Chancellor of the Exchequer, the Right 
Hon. Harold Macmillan, M.P. 


AAG. 
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NEWS AND NOTES 








Australian Society. of Accountants 


VICTORIAN DIVISION 


Family circle discussion 
Mr. R. E. Maskell, F.A.S.A,, a Director of 
Tye & Co. Pty, Ltd., was the "speaker at the 
February discussion, his subject being Hire 
.. He dealt with the origin and 
gowth of this important credit facility in 
Australia, and posed a number of questions: 
ls hire purchase an expensive form of trad- 
ing? 4s it inflationary? Is it a good thing 


Maskell had concluded his 
sddress, members present joined in an ani- 
nated discussion, 


Additions to Central Library, Melbourne 


Accountancy 
Accounts and the practical farmer, 1955: 


R. W. Smith. 
1955: A. Faw- 


Accounts for 
rop. 

Australian accountancy progress, 1955: 
Sir Alexander Fitzgerald and K. C. 
Keown, eds. 

Balance carried forward; an outline of 
elementary book-keeping, 1953: R. 
Robert Coomber. 

How to read and understand a balance 
sheet and invest successfully, 1955: 
Rydge’s Business Journal. 

Intermediate bookkeeping, 1955: T, R. 
Brown. 

Management accounting, 1953: Leslie V. 
Wheeler. 


Machine accounting—electronic machines 
The scope for electronic computers in 
the office, 1955: Office Management 
Association. 

Costing 
Successful food costing and portion con- 
trol, 1954: Henry Smith. 


Business organisation and management 

Planning, controlling and accounting for 
maintenance — a summary of practice, 
1955: National Association of Cost 
Accountants. 

The practice of management, 1955: Peter 
F, Drucker. 

Reporting back; a report of the groups 
of young managers attending the Uni- 
versities of Cincinnati and Syracuse 

. 1951-1953, 1955: Mutual Security 
Agency. 

Successful production planning and con- 
trol—from forecast to final delivery, 
ua American Management Associa- 

on. 


retailers, 
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Financial management 
Jordan’s guide to sound investment; 
stocks and shares simply explained, 
19565, 
Were’s guide to Australian loans and 
debentures, 6th ed. 1955. 


Company law 
The accounting and audit 
the Companies Act 1955: 
Society of Accountants. 


Lectures 
Seventh convention proceedings 1955: 
New Zealand Society of Accountants. 


rovisions of 
ew Zealand 


NEW SOUTH WALES DIVISION 


Tamworth convention 


Members will have received the brochure 
setting out the details of the Tamworth 
accounting convention to be held on 13, 14 
and 15 April. Those who have not as yet 
completed their registration forms are re- 
quested to do so immediately, so that the 
necessary arrangements can be completed. 
The titles and authors of the papers are: 

The Effect of Inflation on Accounting 
for Fixed Assets and Depreciation 
Policy, by Mr. E. S. Owens, F.A.S.A. 

Developments in Management Account- 
ing and Reports to Management, by 
Mr. S. R. Brown, LL.B., F.A.S.A. 

Some Practical Points in Private Com- 
pany Taxation and Formation of 
Family Proprietary Companies, by Mr. 
R. L. Bowra, LL.B., A.A.S.A. 


Coming events 
March 26: Annual meeting of the Divi- 
sion at 5.15 p.m,, Society’s 
conference room. 
Lecture by Mr, W. H. Jones, 
A.A.S.A., on Electronic Ac- 
counting. 
Accounting 
Tamworth. 
Member’s Luncheon — Troc- 
adero, 12.50 p.m. 
Guest speaker Mr. W. I. Mis- 
koe, Management’s Responsi- 
bility to Wage Payments, 
Members’ luncheon, Trocadero, 
12.50 p.m. 


Divisional Ball, Trocadero. 


March 28: 


April 13-15: convention at 


April 18: 
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Members’ luncheon 

The first of the members’ luncheons for 
1956 was held at the Trocadero on Wednes- 
day, 25 January. On this occasion the 

est sveaker was Sir Richard Yeabsley, 
CBE. F.C.A., F.S.A.A. His subject was The 
Responsibilities of Accountants to Third Par- 
ties. Sir Richard said that before he left 
England he had been asked to speak to mem- 
bers on some subject of current interest to 
the profession, and in view of the two recent 
important court cases, one in England and 
another in America, on the liability of ac- 
countants, the subject was one which was 
being discussed at great length by his col- 
leagues in England. He felt, therefore, it 
should be of interest to the accountants in 
Australia. A vote of thanks to the speaker 


was moved by the State Vice-President, Mr. 
M. Orr, 


Efficient office methods 

A series of three lectures was held during 
the month of February: 

When and How to Mechanise, by Mr. L. 
W. Bagley, A.A.S.A. 

Layout of an Office and Planning Work 
Flow, by Mr. I. McN, Cameron, 

Factory Production Analysis Methods 
Applied to Office Mechanisation, by 
Mr. R. M. Hadley, F.A.S.A. 

This series proved to be so popular that it 
was necessary for the Council to restrict the 
attendance to members of the Society only, 
and it was necessary to decline the enrol- 
ments of those members who sent their forms 
in after the closing date for registration, A 
limited number of duplicated copies of the 
lectures is available at 7s. 6d. per set. 


Personal 

Mr. N. W. Lewis, A.A.S.A., commenced 
practice at 66 King Street, Sydney, on 1 
January, 1956. 

Mr. E. C. Robinson has been appointed 
Accountant to C. E. Mayo Pty. Ltd. Castle- 
reagh Street, Sydney. 


QUEENSLAND DIVISION 

Study tour, Bundaberg 

Members and students of the Society in 
Bundaberg took part in a study tour organ- 
ised in conjunction with the Accountants and 
Secretaries Educational Society, to witness 
the operations of the Commonwealth Bank 
in Bundaberg. The Chairman was Mr. S. 
Woodall, F.A.S.A., Secretary of the Milla- 
quin Sugar Co. Ltd., and the host was the 


bank branch manager, Mr. M. Greenwood, 
Mr. Greenwood described the work of 4 
manager, and his accountant, Mr. Harold 
Jolly, A.A.S.A., gave a general description 
of office organisation. 

Future activities being organised in Bu. 
daberg include addresses on costing by Mr, 
H. Boys, F.A.S.A., Secretary of the Bunda. 
berg Foundry Ltd., and on matters aggo. 
ciated with the transfer of shares by Mr, 
G. Chenery, A.A.S.A., Secretary of Gibson 
& Howes Ltd. Members and students regi- 
dent in Bundaberg desiring to take part in 
these activities should communicate with 
Mr. S. A. Woodall. 

Accounting convention, Toowoomba 

The Committee of the Educational Group 
of the Society in Queensland was pleased to 
note a good response to its notification that 
a convention on accounting would be held 
in Toowoomba on the week-end, April 27-29, 
Registrations are coming in steadily, and 
anyone wishing to attend who has not yet 
registered, should do so immediately. 
Annual meeting 

Members are reminded that the annual 
meeting of members of the Queensland Divi- 
sion will be held in the conference room of 
the Chamber of Manufactures, Eagle Street, 
Brisbane, on Wednesday, 28 March at 5.30 
p.m. 

Personal 

Mr. L. J. Duncan, A.A.S.A., has been 
appointed to the headquarters of the Over- 
seas Missionary Fellowship of the China 
Inland Mission, with headquarters in Singa- 
pore. 

SOUTH AUSTRALIAN DIVISION 
Port Pirie week-end convention 

Arrangements are well in hand for the 
week-end convention to be held from 25-27 
May 1956, at Port Pirie. 

The programme will begin with a dinner, 
which will be followed by an illustrated lec- 
ture to be given by a senior officer of the 
Broken Hill Proprietary Co. Ltd. Technical 
sessions will be held on Saturday and Sunday 
mornings, with Saturday afternoon free for 
sporting events and other entertainment. On 
Saturday evening a forum on domestic matters 
will be held. 

Block bookings have been made at the 
leading hotels in Port Pirie, and full details 
of the programme will be sent to members 
early in April. As this is the first week-end 
convention to be organised by the South 
Australian Division, the Divisional Council 
hopes that this activity will be well supported. 


Australian Accountants Students’ Society 


VICTORIAN DIVISION 
February meeting 
On Monday, 6 February, forty-two mem- 


bers were present at the first meeting for 
1956, when Mr. Curtis A. Reid, F.A.S.A., 
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F.C.LS., spoke on the subject of Branch 
Accounts. 


May meetings 
On Monday, 21 May, at 6.30 p.m., Mr. A. E. 
Speck, B.Com., F.A.S.A., F.C.LS., will discuss 
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the model answers to the April examinations 
of Stage 1 Accoumts and Auditing papers. 
NEW SOUTH WALES DIVISION 

Branch Accounts 

The opening lecture for 1956, entitled 
Branch Accounts, was delivered by Mr. L. A 
MacPherson, A.A.S.A., Lecturer in Acceunt- 
ancy in the Faculty of Commerce, New South 
Wales University of Technology, on Thurs- 
day, 23 February. 

A vote of thanks was moved by the Chair- 
man, Mr. F. C. Packer and seconded by Mr. 
N. B. Lewis. 


Australasian Institute 


GENERAL COUNCIL 


The Annual Conference of Genera] Council 
will be held this year in Adelaide, on 31 May, 
1956 and following days. The Australian 
President, Mr. C. B. Villiers, will preside 
and Councillors will attend from all Divi- 
sons. A full agenda of important items will 
inlude consideration of steps to increase 
membership, some important publicity meas- 
ures, and a report on further discussions 
taking place between the Institute and the 
Australian Society of Accountants. 

The Annual General Meeting of the In- 
stitute will be held in Adelaide on Thursday, 
31 May 1956. 


VICTORIAN DIVISION 

Annual meeting 

The annual general meeting of the Vic- 
trian Division will be held at the registered 
ofice of the Institute on Wednesday, 28 
March 1956, at 5.30 p.m. The report of the 
Council for 1955 together with the financial 
statements will be presented and other for- 
mal business will be conducted. It is hoped 
tht a large number of members will be 
present. Mr. A. F. J. Sutherland, Victorian 
President, will preside and report on the 
work of the Division for the year. 

The report of the Council contains details 
ofa very interesting and progressive year 
m 1955. Membership of the Division has 
mereased and examination entries were the 
highest for many years. The Division’s 
fnances were affected materially by the 
Ireased levy of General Council to defray 
the costs involved in the taking of the affilia- 


SOUTH AUSTRALIAN DIVISION 


Lectures 

Mr. D. T. Soar, B.Ec., A.A.S.A., A.C.A.A. 
(Prov.), gave an interesting address entitled 
Examination Questions in Monetary Theory 
and Practice, on 28 February. Mr. Soar is 
the lecturer in Banking, Finance and Ex- 
change at the South Australian School of 
Mines and Industries. 

On 10 April, at the Advertiser Lecture 


Room, a lecture on taxation will be given 
by Mr. A. G. Killmier, A.A.S.A. 


of Cost Accountants 


tion vote. A year of splendid activity was 
reported, including two special lecture series 
on Costs and Industry, and Work Simplifica- 
tion, both of which were open to the public 
as well as members. 


Social evening 

A social evening for members is usually 
combined with the annual meeting, but this 
year it was held in conjunction with the 
extraordinary general meeting of the Insti- 
tute in January, at which the affiliation 
result was declared. 

There were about one hundred members 
present and after the formal meeting a 
pleasant social function was arranged by the 
Victorian Council. 


Problem of our cost structure 

A preliminary announcement is made of 
the next lecture series which promises to be 
one of outstanding merit. The theme is 
A Critical Examination of Australian Costs, 
and the lecturers and the dates of their talks 
are as follow: 

Monday, 9 April: Mr. D. H. Merry, 
B.Com., Chief Economist, A.N.Z. Bank Ltd., 
who will speak on Costs in Secondary 
Industries. 

Monday, 16 April: Mr. R. F. Holder, B.A., 
Dip.Com., Economist, Bank of N.S.W., 
who will speak on Costs in Primary In- 
dustries. 

The series is open to the public, and tickets 
are available from the Institute for a small 
charge. Members will shortly receive circulrs 
and will be asked to apply early for tickets. 





The Australian Accountant, March, 1956. 





PROFESSIONAL 
NOTICES 


Rate per line 5/-; minimum per insertion 15/- 


ACCOUNTANT. Qualified or near quali- 
fied, taxation experience preferable, required 
for a Murwillumbah firm of Accountants. 
Salary commensurate with ability. Apply to 
Box No. 421, C/o Australian Society of Ac- 
countants, 37 Queen Street, Melbourne. 


ACCOUNTANCY PRACTICE FOR SALE 
in progressive Southern N.S.W. coastal town. 
Gross fees £2,500 and improving all the time. 
No other resident accountant. Modern Free- 
hold Office accommodation and _ residence 
(water frontage) also available if required, 
and finance for this purpose can be arranged. 
Enquiries to 210, C/o Australian Society of 
Accountants, 5 Bligh Street, Sydney. 


ACCOUNTANT, member of Society, with 
School of Mines Diploma, naturalised, Doctor 
of Laws with 20 years of legal practice, 
speaks five languages—desires appointment 
with firm of Public Accountants in Adelaide 
with or without view to partnership. Replies 
to “D.L.,” C/o Australian Society of Accoun- 
tants, 22 Grenfell Street, Adelaide. 


SENIOR CLERK. A well-established 
Sydney firm of Chartered Accountants has a 
vacancy for a senior audit clerk. Successful 
applicant will be required to control staff, 
supervise the conduct of audit work and com- 
plete final accounts. Experience in taxation 
work will be available, and there are good 
prospects of advancement. Salary of £1,200- 
£1,400 will be paid, depending on experience 
and qualifications. Replies in confidence to 
No. 209, C/o Australian Society of Accoun- 
tants, 5 Bligh Street, Sydney. 


PRACTICE REQUIRED 


A firm of public accountants desires to 
purchase a solid practice anywhere in West- 
ern Australia. 


Reply No. 1, 


C/o Australian Society of Accountants, 
Atlas Building, Esplanade, Perth. 


FOR SALE. Burroughs Typewri 
counting Machine, Style 7806784, pt 
May, 1954. Being replaced with pr 
Front Office Scheme. Excellent order 


special payroll guide, three control bars @ 


whole number control. Suitable for any 
geo application. Price £1,275. Reply 

C/o Australian Society of Account 
5 “Bligh Street, Sydney. 


ACCOUNTANCY PRACTICE or parys 
small number of clients wanted, Sydney 
nearby. LU 2526, FA 2302, FA 2759, TA 


AUSTRALIAN BROADCASTING 
COMMISSION 


264 PITT STREET, SYDNEY 


Budget Officer-Television.—Applications 
invited from male British subjects for app 
ment to the position of Budget Officer- 
vision in the Head Office Accounts Dep 
ment of the Commission in Sydney. 


The salary range of the position is £18 
£1,562 per annum, subject to marginal | 
creases, and the successful applicant 
appointed at a salary within the range ace 
ing to experience and qualifications. Ap 
cants should have qualified for memb 
of an Accountancy Institute, and should 
age, academic and other qualifications, 
cluding brief details of previous experiene 


Duties——Annual Television budget 
mates, including salaries and expense 
mates, comparison of expenditure with bue 
financial reports, production unit estima’ 


The appointment will be subject to a 
factory medical examination by the Com 
wealth Medical Officer and a probation 
period of six months, after which the suce 
ful applicant will be required to contribute 
the Superannuation Fund or Provi 
Account. 


Applications should be addressed to 
Chief Personnel Officer, G.P.O. Box 
Sydney, to reach him not later than 2.30 
on Friday, 13 April, 1956. 
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